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ABSTRACT

The Impact of South-South FDI: Knowledge Spillovers from
Chinese FDI to Local Firms in the Cambodian Light Manufacturing
Industries
by
Pisey VICHETH
Master of Philosophy
The study of the extent to which incoming FDI results in ‘spillovers’ (technology,
R&D, management practices and know-how) has so far yielded only mixed results,
and research has largely been restricted to north-north and north-south interactions;
this study develops a model of knowledge spillovers based on previous literature and
extends inquiry into south-south FDI by investigating spillovers from Chinese FDI to
the Cambodian garment and light manufacturing industries.
Several significant factors including the nature and extent of FDI linkages, local
industry absorptive capacity, nature of the network relationship, and local firms’
learning orientation have been found to influence the extent to which knowledge
spillovers occur. These variables are integrated within this paper which develops a
conceptual model of knowledge spillovers based on the Awareness-MotivationCapability framework to examine knowledge spillovers derived through both
horizontal and vertical linkages. One area of interest examined in the study is the FDI
influence on domestic firms’ export performance since light manufacturing represents
the most significant portion of Cambodia's total export products.
The thesis, addresses two primary questions: (1) when, where and under what
conditions are significant knowledge spillovers created? And (2) what are the effects
of the spillovers on domestic companies' technological capability and export
performance? The research contributes to the previous literature by further developing
the theory on the realisation of knowledge spillovers as well as exploring the nature
and channels of knowledge spillovers from South-South FDI in labour-intensive
industry, an area of study previously unexplored. Our results show that knowledge
spillovers occur through both horizontal and vertical linkages and Cambodian firms
receive more spillovers from Chinese FDI than they do from FDI from developed
countries.
Keywords: South-South FDI, knowledge spillovers, labour-intensive industry,
technological capability, export performance, the Awareness-Motivation-Capability
framework
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Chapter 1. Introduction

Between 1975 to 1998, Cambodia experienced decades of political upheavals which
caused severe loss of nearly all kinds of infrastructure and human capital and
devastation to the economic infrastructure of the country. In the years since, it has been
a challenge for the country to redevelop its industr9ial and business capabilities alone
without the assistance of external support. Since FDI is believed to be the primary
source of capital accumulation and knowledge spillovers, the government has strived
to promote trade, foreign investment, and exports with the belief that this can increase
economic growth and human development (Ministry of Commerce, 2016). FDI is the
catalyst in economic development in terms of investment, employment, and foreign
exchange due to the fact that it delivers new technologies, capital, and management
know-how in the form of knowledge diffusion or spillovers - that is perhaps the most
valuable input to long-run development and growth (Farole & Winkler, 2014; and
Liang, 2017).

Sufficient evidence of FDI’s positive impacts on host countries has been found
(Borensztein, De Gregorio, and Lee 1998; Lin et al., 2009; Du, Harrison, & Jefferson,
2012). However, a number of other studies do not support the view that FDI has played
an essential role in increasing countries’ growth (Aitken & Harrison, 1999; Waldkirch
& Ofosu, 2010). Some findings propose that the link between FDI and economic
development is unclear (Glass & Saggi, 1998; Spencer, 2008). There have been some
studies looking at the impact of southern FDI spillovers in less-developed countries
(Demir, 2016; Demir & Duan, 2018; and Kubny & Voss, 2014), but findings of the
issue in South-East Asian countries have not yet been clearly investigated. This thesis
1

is an attempt to examine whether FDI brings positive effects, in term of knowledge
spillovers, to Cambodia’s garment and other light manufacturing factories and sheds
further light on the role of technological spillovers in economic development, in the
case of South-South investment.

1.1Study Rationale
Many developing countries have tried to attract and promote foreign investment in
their economies by offering tax breaks and investment incentives, as it is believed that
FDI is the source for their domestic industrial development and economic growth
(Anwar & Nguyen, 2011; Blomström & Kokko, 1998; Haddad & Harrison, 1993;
Kneller & Pisu, 2007; Kubny & Voss, 2010, 2014). Such development and growth due
to incoming FDI have been attributed to what has been called ‘the spillover effect’
(Javorcik, 2004); technology spillovers, productivity spillovers, R&D, management
practices, know-how, et cetera. Domestic firms can equip themselves with this new
knowledge to enhance their ability to grow. A formal definition of spillovers, provided
by Javorcik (2004) is ‘knowledge possessed by a unit (multinational) which is used by
another unit (a local firm) for which the latter is not required to pay the MNE fully’.

Due to its complexities and its importance to national economic development, FDI's
spillovers have become one of the critical research topics in the field of international
business. To date, however, the extensive literature researching spillover effects has
focused almost exclusively on ‘north-south’ (developed country-developing country)
FDI, and the much more limited research on south-south (developing countrydeveloping country) FDI has yielded mixed results. Several important research areas
2

remain unaddressed which constitute the overall contribution of this thesis. First, when,
where and under what conditions will spillovers be generated in the context of SouthSouth relationships? Second, to what extent do South-South spillovers lead to
improvement in domestic firms’ technological capabilities?, and, does this in turn lead
to better export performance?

This study examines the knowledge spillover effects from Chinese foreign direct
investment in the Cambodian light manufacturing sector, including the garment and
footwear industries, alongside other light manufacturing industries such as vehicle
parts, electrics, and electronics. Although, the other light manufacturing industries are
more sophisticated manufacturers than the garment sector, those factories in Cambodia
still operate heavily in the lowest level of production including appliance parts handinstallation and low-end auto-mobile parts manufacturing. Since the study focuses
only on labor-intensive industries, we expect that instead of high-end technology, the
knowledge spillovers should be more in terms of low level of technical skills, and in
managerial, organizational, and marketing skills. As these four skills are the
components explaining a firm’s level of technological capabilities, we believe that
FDI’s knowledge spillovers help domestic firms to increase their technological
capabilities, which leads to the improvement of their export performance.

We investigate the importance of alternative FDI channels (horizontal and vertical
linkages) which lead to knowledge spillovers from South-South investment, and we
identify whether domestic firms improve their technological capability after
interacting with the FDI. To study the South-South FDI, we catogorize foreign
investment from the People’s Republic of China as South, and those from Hong Kong,
3

Taiwan, and Macao (HTM) as Northern firms since the HTM are more mature
economies with significantly higher levels of GDP than firms coming from Mainland
China.

There are many factors to be taken into consideration when examining whether
knowledge spillovers occur and to what extent local firms and the local economy can
benefit from such spillovers. Dynamics which determine the degree to which
knowledge spillovers take place include the nature of the domestic industry, the
absorptive capacity of local firms, the existence, the breadth, and the depth of FDI
linkages, local units’ learning orientation, et cetera. We conclude by analysing the
extent to which spillovers result in improvement of local units’ export performance.

The focus on light manufacturing industry is borne out of the fact that garment and
light manufacturing sectors are the main parts of Cambodia’s success story of
reforming the nation’s economy in the last 20 years (MOC, 2014). That is why it is
necessary to discern whether engagement with FDI in these sectors is the catalyst in
Cambodia’s growth, in term of domestic factories’ technological capabilities, and
export performance.

1.2Significance of Study
The rise of China’s influence on the global economy has gained great attention from
researchers in various fields, but, perhaps due to the relatively recent surge in China’s
outward FDI, not much attention has been given to the impacts of knowledge
spillovers from China’s FDI to other developing economies.
4

While previous literature focuses mainly on the FDI impacts on local firms’
productivity growth, we look at development from a slightly different angle, that of
technological capabilities. Due to the fact that technological capabilities help to
measure a firm’ ability to develop and adapt their products and processes continuously
to consumer demands to ensure its position in the global market, studying firms’
technological capabilities allows us to identify their abilities in this competitive market.
Thus, this study aims to contribute to filling the literature gap by extending the study
of South-South FDI spillover effect on domestic firms’ technological capabilities and
export performance in labour-intensive industries.

From a theoretical perspective, this study further develops and extends the use of the
Awareness-Motivation-Capability (AMC) framework initially introduced by Chen,
Smith, and Grimm (1992) in their studies of firms’ competitive rivalry strategies. The
study advances this promising theoretical perspective by illustrating the significance
of the relationships among the three elements with domestic firms’ technological
capabilities, as well as the central roles of motivation and absorptive capacity in
mediating the two other components’ effects on technological capabilities. Last but
not least, this thesis provides an in-depth analysis of Cambodia's business environment
in particular with respect to the under-explored labour-intensive light industries sector.

1.3Organisation of the Thesis
This study is organised into seven chapters. Chapter 1 describes the study rationale
and the significance of this thesis. Chapter 2 introduces Cambodia’s economic
5

background, Cambodia’s foreign direct investment trends, and the background of the
country’s garment, footwear, and other light manufacturing industries. Chapter 3
reviews significant previous literature in the following research streams; spillover
channels from FDI to local industries; the organising Awareness-MotivationCapability framework; and how FDI knowledge spillovers help to accelerate
indigenous firms’ technology capabilities and export performance. Chapter 4 develops
the theoretical framework, provides the research hypotheses and provides
corresponding explanations for each hypothesis. Chapter 5 presents the research
design and data collection methodologies as well as defining the measurement of the
variables used within our conceptual model. Chapter 6 shows the results of statistical
data analyses. Chapter 7 discusses the major findings and implications of the study,
describes the qualitative result that supports the quantitative once, it addresses the
study’s limitations and provides suggestions for future research.

6

Chapter 2. Cambodia’s Economic Background

The key factors that attract foreign direct investment to Cambodia are the country’s
relatively low labour costs and trade facilitation (MOC, 2014). The country has shifted
from a command economy to a more market-orientated economy from the late 1980s
(Sothan, 2017). However, the civil war did not permit Cambodia to be an FDI-friendly
host country until the 1990s. Before the 1990s, the total FDI stock as a percentage of
GDP was small, from 1980 to 1989, FDI stock was only 3.58% of GDP and remained
relatively small until 1993. To attract more foreign investment, Cambodia’s
government enacted the Investment Law in 1994, and the amount of inward FDI
started to increase gradually afterwards. From 1994 to 1998, the FDI stock increased
to 18.8% of the GDP, and it continued to escalate to 43.09% of GDP by 2014 (Sothan,
2017). Figure 1 shows the FDI inflow as a percentage of GDP of Cambodia and the
neighbouring countries over the past forty years, showing clearly the extend of inward
FDI to Cambodia in the past few years. The country has been trying to promote its
economy through foreign investment and trade in the garment and footwear industries,
and in the last several years the government has also been focusing on other light
manufacturing sectors (e.g. electronics and electrics, bicycle, and vehicle’s parts).
Cambodia needs to keep up with the rapid path of market change for development and
survival opportunities, therefore, it is crucial for practitioners to understand the
opportunities and capabilities of Cambodia so that it can utilise that knowledge for its
own growth in this challenging world market. This chapter presents some vital
information about Cambodia’s economic background, Cambodia’s foreign direct
investment trend, and the country’s garment, footwear, and other light manufacturing
industries.
7
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Figure 1. Foreign Direct Investment, Net Inflow (% of GDP)
Source: World Bank, 2017

Figure 2 Cambodia's Land Use and Economic Activity
Source: http://maps.nationmaster.com/country/cb/1
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2.1Cambodia’s Economic Background
Cambodia is a small economy, with a population of 16.20 million people and a GDP
of US$ 21.41 billion in 2017 (Central Intelligence Agency, 2017). Following the
disastrous economic impact of the Cambodian Genocide (1975-1979), the country has
struggled to build and improve its economy. Since the turn of the millennium, however,
Cambodia has made significant economic progress and is presently the world's sixth
fastest growing economy, one of the "Growth Olympians", with an annual economic
growth rate averaging 7.7% over the past 20 years (John, 2016). In 2015, Cambodia
was given lower middle-income status with gross national income (GNI) per capita
reaching US$ 1,070 (2017) (World Bank, 2017). Figure 3 shows the GDP and GNI of
Cambodia and compares these with the neighbouring countries. Figure 4 shows
Cambodia’s GDP growth and inflation from 2011 to 2017. Agriculture, tourism,
garments, construction and real estate sectors are the main pillars of the country’s
economy; in 2016, the labour force in Cambodia was 6.643 million, with 48.7% in
agriculture, 19.9 % in services and 31.5 % in industry sectors (garments, construction,
rice milling, wood and wood products, cement, rubber, gem mining, and textiles). In
2015, Cambodia’s major export partners were the US (23.1%), the UK (8.8%),
Germany (8.2%), Japan (7.4%), Canada (6.7%), China (5.1%), Vietnam (5%),
Thailand (4.9%), and the Netherlands (4.1%). The main exported products: clothing,
timber, rubber, rice, fish, tobacco and footwear. The country’s major import partners
are Thailand (28.7%), China (22.2%), Vietnam (16.4%), Hong Kong (6.1%), and
Singapore (5.7%) (main imported products: petroleum products, cigarettes, gold,
construction materials, machinery, motor vehicles, pharmaceutical products) (Central
Intelligence Agency, 2017).
9
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Source: World Bank, 2018

2.2Investment Environment in Cambodia
2.2.1 Foreign Direct Investment in Cambodia

Since the return of political stability in the early 1990’s, Cambodia has become one of
the most desirable investment destinations in Asia due to its abundant natural resources,
low wages, and favourable investment climate (Tang, 2016). FDI in Cambodia started
in the mid-1990s and expanded drastically after the conclusion of various trade
agreements and investment schemes such as being granted Most Favored Nation
(MFN) treatment by the United States (1996), duty-free and quota-free access as an
LDC (2010), the Qualified Investment Project (QIP) scheme, as well as the creation
of the above-mentioned Special Economic Zones (SEZ) in the country (2005). The
FDI stock in Cambodia has risen from a total value of US$ 33 million (1 percent of
11

the GDP) in 1992 to US$ 2.28 billion (11 percent of the GDP) in 2016 (World Bank).
Figure 6 presents the FDI net inflows to Cambodia from 2000 to 2016.

The Council for the Development of Cambodia (CDC) stated that almost 90% of
inward foreign direct investment is from other Asian countries (2016), and of this,
China FDI is the most active investor with 29.92% of the total stock investment in
Cambodia totalling value of US$ 3.3 billion dollars, followed by Japan with 22.78%
of the total, Korea with 10.68%, and Thailand with 4.61% (CDC, 2016). China’s
approved fixed asset FDI projects focus mostly on hydro-electricity projects (50%),
mining (17%), the garment industry (14%), and the agro-industry (plantation and
processing of rubber, sugarcane, cassava, rice milling, tobacco and cigarette factories
etc.), which accounts for 12 percent. The remaining investment is in other industries
such as tourism, and construction (MOC, 2014).

2.2.2 Constraints to FDI in Cambodia

According to Naron (2015), there are four primary constraints negatively impacting
foreign direct investment in Cambodia: (1) skill shortages, (2) pricey and unreliable
supply of electricity, (3) expensive and limited means of transportation, and (4)
corruption.
Skill shortages. Skilled labour remains low which is challenging to global customer
demands. The solutions to this problem are time-consuming and require effective
policies. Low-wage rate are available but this is only for low-skilled workers which
still presents a challenge in competition with the neighbouring countries. Although
12

Cambodia still enjoys a labour cost advantage, the wages have been notably increasing
over for the last few years.
Energy Supply Bottleneck. High cost and unreliable electricity supply are also a
deterrent to foreign investment in Cambodia. The government is trying to promote
hydropower in many locations to reduce the price and improve the stability of electric
power supply.
Transport Logistics Barrier. Pricey transportation costs and limited means of logistic
negatively impact the country’s competitiveness. Also, poor road safety and a high
number and frequency of accidents have affected Cambodia’s reputation on trade
logistics as well.
Corruption. Insufficient laws and regulations, a weak judicial system, and deficiency
of enforcement have negatively affected the efficiency of public services ranging from
trade or investment-related activities such as taxation to customs clearance and other
services.

Figure 6 FDI nett inflows
Fi
i fl
in
i Cambodia
C b di
d
Source: World Bank, 2017
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2.3The Garment, Footwear and Other Light Industries in Cambodia
2.3.1 Garment and Footwear Industry

During the French colonial rule of Cambodia (1863-1953), silk and cotton were
produced and made into apparel on a small scale (Bargawi, 2005), the industrial
production of textiles started after Cambodia gained independence from the French
with the establishment of a state-owned textile firm called “Sonatex” (Prud’homme,
1969). This was followed by a period of moderate growth of the Textile and Garment
(T&G) production sector which then came to an end when the genocidal regime
“Khmer Rouge” took power from 1975 to 1979, a period which was then followed by
another two decades of civil wars and conflicts. The country finally reached peace
after the adoption of a new constitution in 1993, which began the transition toward a
market economy heavily dependent on foreign capital and markets.

The modern origins of Cambodia’s garment sector can be traced back to 1994 when
FDI from Taiwan, Hong Kong, Malaysia, and Singapore founded the first export
orientated garment factories in Cambodia (Bargawi, 2005). Since then the country’s
garment industry has evolved rapidly; there were only 20 garment factories in 1995
(U.S Embassy in Cambodia, 2005) but according to the Garment Manufacturers
Association of Cambodia (GMAC), the number of factories (GMAC member) in the
sector has increased from 48 in 1996 to 540 in 2014, the last year for which data are
available. The number of footwear factories grew to 58 in the same year (GMAC,
2015). The ILO estimated that by December of 2016, there were 626 garment and
footwear factories in the whole country, of which 90% have wholly foreign ownership
(ILO, 2017b). Following the same source, the People’s Republic of China is the
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number one investor in this sector, accounting for 36% of the total, followed by Hong
Kong investors at 17%, Taiwan 15%, The United Kingdom 6%, Japan 2%, and with
24% coming from elsewhere. According to the Ministry of Commerce of Cambodia,
the garment and footwear industry employed 605,129 workers in 2016 which is a
decrease of 2.9% from 2015. 90% of the employees in this sector are women, most of
them coming from rural areas. There is a growing number of young men working in
footwear sector due to the nature of the work and the machinery used (MOC, 2014).
The average labour wage in this sector is US$ 153/month in 2017 (ILO, 2017b). Figure
7 shows the average labour productivity in the garment and footwear industries in
Cambodia and in the major competitor countries.

Vietnam (2013)

US$1,741

India (2012)
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Cambodia (2012)

US$1,848
US$2,282

Pakistan (2012)
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Figure 7 Average Labour Productivities in the Garment and Footwear
Industries (US$), latest available years

Note: Labour productivity is defined as gross value added in current prices per employed person, converted to
US$ at official nominal exchange rates. The figures are industry-wide averages, measured in a consistent way
across countries (ILO, 2017a)
Source: P. Huynh: ILO Asia-Pacific Garment and Footwear Sector Research Note, Issue 1 (Bangkok, ILO,
November 2015).
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There are five stages of garment production before the products reach markets (Tang,
2016) as shown in Figure 8. The first stage is involved in supplying of raw materials
such as cotton, silk, wool, natural gas, power energy et cetera. In the second stage,
yarn and fabric production transform raw materials into component inputs. The third
stage is Cut-Make-Trim (CMT) and packaging, which is often allocated to
subcontractors mainly in South-East Asian countries. Some of these Asian countries
such as Vietnam, Thailand, Malaysia, and Indonesia have already moved on to ‘fullpackaging production’, which uses top-notch technologies including R&D and design
capabilities; in contrast Cambodia is still in the lower level of CMT production (Staritz,
2011), which requires minimal training. In the fourth stage, the final outputs are
exported to brand-name apparel companies, overseas buying offices, and trading firms.
Finally, the garments are distributed to retailers, department stores, mall et cetera.

Figure 8 Value Chain of Cambodia's Garment Industry
Source: Figure is adapted from Gereffi and Frederick (2010)
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Cambodia’s garment supply chain thus primarily consists of low value: ‘cut-maketrim’ (CMT) products which basically means that firms are engaged only in providing
assembly services such as machinery, sewing, labelling, labour (Tang, 2016). Raw
materials, machinery, and the designs for the apparel are imported. Many factories are
subcontractors who are only responsible for CMT activities and source their own
inputs. Sixty percent of garment production expense is spent on the imported materials
and machinery (Naron, 2015). Since CMT activity requires less technological
advancement; we may expect to find that the Cambodian domestic factories receive
more in the way of knowledge spillovers in the form of managerial, organisational,
marketing from the FDI, rather than technology spillovers in a more narrowly defined
‘hard’ technology sense.
One of the qualitative interviews (K. Minea, qualitative interview, March 25th, 2018),
revealed that Cambodia’ garment factories can be categorised into two types:
subsidiaries and sub-contractors. The local subsidiaries receive orders from foreign
firms who get the samplings from global buyers (GAP, H&M, Adidas et cetera). The
global customers are responsible for the highest value-added activities such as
designing, advertising, and marketing. Then the subsidiaries may place parts of the
order in large quantities with the domestic subcontractors. The subcontractors import
raw materials such as cloth, yarn, buttons, zippers et cetera and receive the cut fabric
from the subsidiaries to do the Cut-Make-Trim production. After the quality check,
the assembled garments are returned to the subsidiaries and then shipped to the global
customers. Figure 8 shows the garment industry production process (Hossain, 2010).
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The majority of exported garment products can be categorised into three classes:
sweaters/pullovers, men’s and women’s trousers, and t-shirt/singlets; moreover,
Cambodia imports almost all of the fabrics, treads, trim, yarn, and related inputs used
in garment production (MOC, 2014). Garment and footwear products are by far the
most significant contributors of Cambodia’s total exported merchandise, representing
72% of the country’s total exports in 2016 (ILO, 2017b). The country’s garment and
footwear export volume to the world is 1.4% of total worldwide production in 2016
(World Bank Group, 2017). The changes in the Rules of Origin (ROO) requirement
under the “Everything-But-Arms” scheme, established in 2011, has tremendously
increased Cambodia’s garment sales to the European markets, establishing the EU as
the leading market destination for Cambodia’ garment and footwear products. In 2016,
the percentage of garment and footwear products exported to the EU accounted for 40%
of the total, with the United States taking 25%, Japan 9%, Canada 8%, China 2.3%,
and the remainder to elsewhere as shown in Figure 9.
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Cambodia faces intense competition from significant apparel exporters such as China,
Vietnam, Bangladesh, and India. These competitors can offer better economies of
scale, and Bangladesh also enjoys duty-free and quota-free access, as an LDC, to the
European Union market. In the next five years, Myanmar is planning to reform and
open up its economy which will enable it to emerge as another lower-cost apparel
production country. In addition, the garment industry in Africa could broaden and
become a significant challenger over the medium term (MOC, 2014).

Cambodia’s workforce can be defined “as improving, but still with a weak educational
foundation” (MOC, 2014). To successfully compete in the global market, the country
must take both medium and long-term policies of skills building. Regarding the
importance of labour skills, the International Labour Organisation and National
Employment Agency of Cambodia collaborated in surveying skills shortages and skills
gaps in Cambodia’s labour market in various industries.

According to a survey (Bruni & Luch, 2013), Cambodian employers and investors in
the garment and footwear industries were confronting labour shortages or skill
shortages (the lack of skills, qualifications, and experience among the workforce).
They often found it hard to recruit enough employees with the required occupational
skills needed for the jobs they need to perform. Also, the factories were facing a “skill
gap” referring to the distance between the skills brought by an employee recruited or
already employed by the company and the skills required by the position of the worker
(Bruni & Luch, 2013). These problems reflect the mismatch between the skills needed
for mastering the workers’ job and the technical skills acquired through vocational or
education training or soft skills gained from previous work experience, or education.
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The employers interviewed in the survey claimed that both hard and soft skills help
workers to succeed in an industrial environment, but within the Cambodian labour
market they were in deficiency even at lower levels in the industry. However, the
National Employment Agency (2016) used the same method to conduct the same
survey in 2015, and the results showed that skills shortages and skills gaps had notably
decreased. Table 1 shows the comparison between the survey results, in garment and
footwear industries, conducted in 2013 and 2015 by the National Employment Agency
of Cambodia.
Table 1 Comparison of NEAC survey results in 2013 and 2015 (Garment and Footwear
industries)
Issues
Share of establishments reporting hard-to-fill vacancies
(Skills shortages)
Causes of hard-to-fill vacancies:
-Too much competition from other employers
-Low number of applicants with the required skills
-Low number of applicants with the required attitudes,
motivation, and personalities
-Lack of work experience the establishment demands
-Lack of qualifications the establishment demands
Shared of establishments that provide training
Shared of establishments intended to adopt introducing
new products, services, or technologies, or to expand/
switch to new market

Survey in
2013

Survey in
2015

76.5%

45.4%

52.7%
24.5%
10.0%

0.0%
2.9%
0.0%

22.7%
6.4%
61.6%

8.8%
5.9%
95.4%

47.2%

58.9%

2.3.2 Light Manufacturing Industry

Along with agriculture and tourism, the garment and footwear industries have helped
promote Cambodia’s economy to become one of the fastest growing in the region.
However, 19 percent of the population is still below the poverty line, and the majority
of the rest lives just above the line today (Ministry of Commerce, 2016). After years
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of heavily depending on the garment industry, Cambodia is starting to expand its
manufacturing base to more sophisticated light industries such as auto-parts and
electronics, where the more advanced knowledge level is hoped to lead to the
promotion of domestic skills and eventually higher wages (Naron, 2015).

In Cambodia, light manufacturing industry refers to the labour-intensive sector
including electrics and electronics, vehicle parts, bicycles and other assembly activities.
According to the MOC (2014), the first approved foreign direct investment projects in
the assembly of electronic components were only in 2011 when “light manufacturing
assembly started to catch the attention of FDI mostly with a view toward integrating
Cambodian operations into regional value chains.” The FDI in Cambodia’s light
industry sectors comes mostly from Japan, South Korea, and Hong Kong as firms from
these locations are trying to further their supply chain network for electronics and
machinery manufacturing by looking for a new location to cope with rising domestic
labour costs.

According to the Ministry of Commerce of Cambodia, Cambodia exported about
US$ 372 million of light manufacturing products in 2012 with the major categories
and export markets as listed below:

2.3.2.1 Electronic and electrical equipment

Exports of these products were worth about US$ 63 million for an annual average
growth of 27 percent (2008-2012). This sector is nascent in Cambodia with most of
the production from overseas invested technology companies from Japan, China, and
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other advanced Asian countries who are operating in Cambodia to take advantage of
the low labour cost. The foreign investment mainly focuses on the products that simply
require assembly and low-skilled processing, namely, winding, for wire harnesses,
coils, transformers, and motors. The main export destinations for electrics and
electronics sectors are Thailand (30%), Hong Kong (10%), and Australia (10%). China
(7%), and Vietnam (6%). Cambodia’s electronic and electrical market share to the
world remains very small: 0.003 percent of world imports (MOC, 2014).

2.3.2.2 Bicycles

Exports of bicycles were worth around US$ 291 million (2013), growing with an
average of 56 percent annually over the previous five years. The top export markets
are Germany (29%), the UK (28%), Belgium (11%), the USA (8%), and Canada (4%).
Global bicycles imports rose 20 percent between 2008 and 2012 (US$ 8 billion in
2012). Cambodia, during this period, increased its bicycle exports by nearly 500
percent, which accounted for some 3.5 percent market share of the world’s bicycle
trade.

2.3.2.3 Other light manufacturing

There are three other significant export categories in Cambodia’s light manufacturing
sector: articles of iron and steel (springs, screws, and nuts) with exports of US$ 3
million, furniture (mattress and seats) US$ 6 million, and toys and sports products
US$ 9 million. The USA and Belgium are the top import markets for these products
(MOC, 2014). Cambodia’s other light manufacturing accounts for 0.004 percent of
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world imports.

In Cambodia, light manufacturing companies are primarily located in the Special
Economic Zones. Cambodia’s government established Special Economic Zones in
2005 with the purpose to free business from regulation and legal constraints. There are
9 SEZs in the country which are fully operational with, another 15 SEZs planned. The
zones are still relatively small with 238 firms operating inside them and total
employment of around 68,000 (CDC, 2015). Recent experience has demonstrated the
emergence of strong nationality based clusters of FDI in some SEZ (Japan in the PPEZ,
China, and Taiwan in the Manhattan SEZ) which have contributed to attracting new
foreign investments from the same country.

Due to Cambodia’s favourable investment environment and low labour cost, the
country has started to become a promising investment destination for product
processing. The MOC (2014) claimed that “As Cambodia’s light manufacturing
industry develops and reaches a critical mass to generate economies of scale and
clusters of local suppliers, it is likely to gain an increasing market share in basic light
manufacturing components and products and, gradually, move into basic assembly
functions such as assembling of mechanical electronics parts.” Cambodia’s light
manufacturing industry’s integration into regional production chains can positively
impact its skill and technology absorptive capacity. The production process of the
mechanical assembly parts for which Cambodia is particularly fitted can spur the
beneficial cycle of economic growth, foreign currency earnings, as well as skills
development. This model of improvement has been proved historically in the region,
from China and Japan to Vietnam and Thailand (MOC, 2014).
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Chapter 3. Literature Review

Foreign direct investment is not only a capital flow, but also a source of other essential
assets,

namely,

organisational

and

management

know-how,

technology,

entrepreneurship, market accesses, et cetera. MNEs’ productivity, capability,
innovation, and other performance are usually greater than those of the local firms;
this performance gap has significant implications for domestic plants (Altenburng,
2000). On the one hand, FDI is a source of technologies and knowledge, some of which
can be observed and imitated by firms in the host country. On the other hand, the
MNEs can be seen as a threat outcompeting the domestic businesses. Foreign-invested
firms’ impacts, in term of knowledge spillover effects, on indigenous companies have
been investigated by a large body of studies, which we discuss in the following parts
of this chapter which starts with the detailed description of knowledge spillovers
through foreign direct investment linkages both intra-industry (horizontal linkage) and
inter-industry (vertical linkage). This is followed by a review of the interpretations and
the usage of the Awareness-Motivation-Capability framework, which forms the
underlying conceptual model in this thesis. Last, the importance of studying firms’
technological capabilities and export performance are explained.

3.1 Overview of Knowledge Spillovers through FDI Linkages

FDI linkages mean communication between foreign companies and domestic firms
which includes, backward and forward vertical supply chain linkages with suppliers
and customers respectively, as well as through horizontal linkages with partners or
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competitors (Giroud & Scott-Kennel, 2009). Spillovers result from “non-market
transactions when resources, notably knowledge, are spread without a contractual
relationship” (Meyer, 2004). Knowledge spillovers denote knowledge possessed by a
unit (multinational) which is used by another unit (a local firm) for which the latter is
not required to fully compensate the MNE (Javorcik, 2004). The host country firm can
receive knowledge spillovers from their FDI indirectly (horizontal spillovers) and
directly (vertical spillovers) (Giroud & Scott-Kennel, 2009; Javorcik, 2004; Lin et al.,
2009; Perri, Andersson, Nell, & Santangelo, 2013). FDI linkages mean
communication between foreign companies and domestic firms which includes,
backward and forward vertical supply chain linkages with suppliers and customers
respectively, as well as through horizontal linkages with partners or competitors
(Giroud & Scott-Kennel, 2009).

There is a substantial amount of literature which has proposed that linkage study is
crucial to understand spillovers from MNEs to domestic firms (Giroud, 2011; Giroud
& Scott-Kennel, 2009; Perri, Andersson, Nell, & Santangelo, 2013). Linkage studies
allow us to understand how knowledge diffuses between two parties with details of
their transactions, flows of information and capital. Not all transactions with foreigninvested firms provide opportunities for indigenous units to gain spillovers, this will
depend on linkage ‘quality’. “Partners' interdependence, mutual adaptation, and
breadth of interaction” define a high quality of linkages, which produces the higher
potential for knowledge spillovers (Andersson, Forsgren, & Holm, 2002; Perri et al.,
2013). High quality of linkages provides a great learning opportunity, but concurrently,
the foreign partners can face the risk of spilling their property advantages to players in
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the local economy (Blomström & Kokko, 1998). Figure 11 shows a visual presentation
of the various channels by which FDI spillovers may occur.

Figure 11 Spillovers Through FDI Linkages

3.1.1 Horizontal Spillovers
Horizontal spillovers refer to when local firms can improve their productivity from the
presence of foreign investment in the same industry (Lin et al., 2009). They proposed
that there are three main channels for this occurrence, namely, “demonstration effect,
labour turnover, and competition effect”.
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Figure 12 Knowledge Spillovers through Horizontal Linkages

3.1.1.1 Demonstration Effect
The first medium is the demonstration effect. When MNEs enter a country, they
usually bring their technology which is exposed to the local market. When the
indigenous firms recognise the new knowledge's feasibility, they will try to imitate it.
Thus, the local units can absorb new knowledge by observing and imitating the foreign
partners, which enables them to lower their development cost (Ben Hamida & Gugler,
2009). As Meyer (2003) proposes: “Learning through observation affects not only
technological innovation but also new management techniques and new ways of the
inter-firm division of labour.” Blomström and Kokko (1998) stated that companies
from less-developed countries were unfamiliar with the latest production process, so
they were unlikely to take many risks on new technology or methods. However, after
interacting with offshore users, which usually have more advanced knowledge, they
are willing to imitate or adopt the innovation since the pros and cons of the new
production methods are recognised. MNEs act as an ‘existing path’ to improvement.
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Knowledge can be transferred without cost via the demonstration effect or imitation
effect.

3.1.1.2 Labour Turnover

The second medium is through worker mobility. MNEs usually provide more, and
higher levels of training to their employees than domestic units do (ILO, 1981;
Lindsey,1986; Djankov & Hoekman, 2000; and Sousa, 2001). Görg, Strobl, and Walsh
(2007) find that workers employed and trained by foreign companies have better wage
growth than those who are trained by indigenous firms, which suggests that employees
trained by multinationals are more productive and develop more skills and knowledge
based on their MNE training. Meyer (2003) claims that “even rank and file staff
acquire skills, attitudes, and ideas on the job through exposure to modern organisation
forms and international quality standards.” The knowledge that is passed to the
workforce can be diffused from MNEs to domestic firms when the employees move
to work at local company, or they start their own firms. Worker movement can
consequentially transfer the knowledge between firms. Several recent studies have
evaluated the existence of worker mobility as a medium of FDI spillovers. For example,
in Taiwan, the trained managers who had worked in MNEs often left their foreigninvested employers and started their own businesses (Pack, 1993). For a sample of
Ghana’s manufacturing firms, Görg and Strobl (2005) find that local entrepreneurs
with previous work experience in MNEs are more productive than those without such
an experience. Also, in a study of Norwegian manufacturing firms, Balsvik (2011)
finds that labour with previous experience working in MNEs contribute 20 percent
more to their firms’ productivity than those without such a background.
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3.1.1.3 Competition Effect

The last medium for potential horizontal spillovers is the competition effect: the
domestic firms try to restructure and boost their productivity to compete with the
foreign entrants (Blomström & Kokko, 1998). Caves (1974) states that local firms gain
technology spillovers from both the demonstration as well as the competition effect
when transacting with multinationals and his is one of the earlier studies which finds
positive FDI’s horizontal impact on local firms. He found that labour productivity of
indigenous companies has a positive effect on the share of foreign units' employment
in 22 Australian manufacturing sectors. Mansfield and Romeo (1980) find that a high
level of competition posted by FDI induces the adoption of new technology by
domestic plants. A study of the Indonesian manufacturing industry by Blomström and
Sjöholm (1999) also find that competition brought by FDI makes local firms seek for
innovation to catch up. Competitive pressure in the domestic environment drives
indigenous firms to adopt innovations of foreign-invested firms which results in
knowledge spillovers (Blomström & Kokko, 1998; Blomström & Persson, 1983; and
Hallin & Holmström Lind, 2012)

3.1.2 Vertical Spillovers

Following Javorcik (2004), vertical spillovers denote information on capabilities or
technologies dispersed intentionally or unintentionally to MNEs’ domestic value chain
partners (buyers and suppliers subcontractors, strategic alliances, et cetera (Chen et al.,
2004)). While horizontal spillovers are indirect spillovers (demonstration, labour
turnover, or competition effect), vertical spillovers are direct spillovers (Perri et al.,
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2013). Direct spillovers are diffused through a business relationship between domestic
and foreign units which increase the productivity of the former, for instance, foreign
buyers require local suppliers to improve their products and to do so give them access
to more advanced knowledge (Spencer, 2008). Thus, direct spillovers happen when
MNEs engage directly with domestic plants (Giroud & Scott-Kennel, 2009). Vertical
FDI spillover effects can be distinguished into two types of linkage, backward and
forward linkages.

Figure 13 Knowledge Spillovers through Vertical Linkages

3.1.2.1 Backward Spillovers
Lin et al. (2009) point out that "Backward spillovers of FDI refer to the technology
transfer through supply chains from foreign-invested firms to domestic suppliers.”

Due to a higher cost of transportation, and lower labour cost, MNE’s often purchase
intermediate goods from local suppliers (Javorcik, 2004). Through this business
relationship, foreign firms are potential sources of knowledge spillovers for domestic
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sellers through several mediums. First, Javorcik (2004) suggests that foreign buyers
provide training or technical assistance to increase domestic suppliers' product quality
to meet their higher product standard requirements. Lall (1978) proposes that foreign
units increase local firms’ productivity by offering training, helping in management
and organisation as well as guidance in buying raw materials.

Second, local suppliers have incentives to enhance their productivity to serve the
higher expectations and requirements of foreign customers (Lin et al., 2009). As
foreign firms might be able to switch to source internationally leading to import
competition between local suppliers and overseas suppliers; thus, domestic suppliers
must enhance their intermediate products' quality or be forced to exit (Meyer, 2000).

Third, employees in MNEs may join indigenous firms owing to the close linkages
between the two companies (Lin et al., 2009). For instance, during an outsourcing
process, trained workers employed by an MNE might move to work with their
domestic suppliers or customers (Javorcik, 2004). Giving a similar effect as the labour
mobility in horizontal linkages described above, this medium is also a conduit for
transferring knowledge spillovers.

Furthermore, when foreign-invested firms subcontract part of their production to
domestic plants, there are spillover effects to the latter (Farole & Winkler, 2014). The
spillovers can be diffused in the form of “learning facilitation” which arise from the
exposure of the domestic subcontractors to the foreign companies’ qualification
process including: testing and feedback on the product performance; the visits by
technicians to assist in technical issues faced by the local firms; and advanced
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references on future quality/performance/feature specifications and targets (Farole &
Winkler, 2014).

Blalock and Gertler (2003) and Kugler (2001) find evidence of positive vertical
spillovers in Indonesian industries and the Columbian manufacturing sector
respectively. Schoors and Tol (2002) find positive and significant FDI backward
spillover effects to domestic firms in Hungary with the explanation that foreign
customers help domestic suppliers to enhance their technological capabilities through
sharing production design and techniques. Du et al. (2012) claim that FDI generates
positive spillovers to domestic firms when local Chinese firms are linked with their
foreign customers. Crespo and Fontoura (2007) conducted a survey on a paper
studying FDI spillovers and propose that the spillovers are also likely to diffuse
through employee training, advance payment, provision of inputs, organisation of
product lines, as well as assistance with quality assurance and machinery.

3.1.2.2 Forward Spillovers
Forward spillovers occur when the products and services provided by foreign-invested
companies are used as inputs in domestic industries (Farole & Winkler, 2014).
Altenburng (2000) proposes that “many transnational producers of machinery,
equipment or intermediate goods assist their customers ... Most commonly they send
specialised personnel to train the customer's workforce on how to use the acquired
machinery or equipment and provide repair service, but in many cases the transfer of
knowledge goes much further, providing information on international quality
standards and market trends”.
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The studies on forward spillovers are extensive, among them, Aitken and Harrison
(1991), Blalock and Gertler (2003), Kugler (2001), and Liang (2017) find substantial
evidence of knowledge spillovers through forward linkage. Similarly, Lin et al. (2009)
studying spillover effects in China’s manufacturing industry, find that domestic firms
receive forward spillovers both from all types of FDI including from Hong Kong,
Taiwanese, and Macau based investors, and also from those investors outside of
Greater China. The research of Kubny and Voss (2014) is the closest to our study.
Their empirical research explores the impact of Chinese FDI on domestic firms in
manufacturing industries of Vietnam through vertical linkages. By using data from
surveying 64 companies and eleven interviews with stakeholders and experts in
Vietnam, they find that Chinese FDI provides spillover effects mostly through forward
linkages. These results reflect the fact that Chinese FDI in the upstream industry
supplying domestic firms with facilities and inputs of higher quality and may assist
local buyers with technical support when the products are purchased. Hence, the
Vietnamese domestic plants may increase their productivity when there is Chinese
presence in their supplying sector.

3.1.3 Insignificant or Negative FDI’s Spillover Effects

Not all of the literature is equally supportive of the role of FDI spillovers on the
advancement and development of local firms. Indeed, many studies have shown
mixed results, are ambivalent in their conclusions, or have even found significantly
negative spillover impact on indigenous firms.
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3.1.3.1 Horizontal Spillovers
Spillovers through labour turnover “are more likely to be realised in the medium to
long-term, as knowledge first needs to be absorbed by the local workforce” according
to Farole and Winkler (2014). In the short term, the spillovers may be limited where
MNEs have advantages over local companies and are, therefore, willing to pay higher
salaries than the national standard to discourage well-trained employees from leaving
(Meyer, 2003), or attract high-quality labour from local firms. In their studies of
developing countries, Aitken, Harrison, and Lipsey (1996) and Crespo and Fontoura
(2007) found that foreign firms try to bid away well-trained labour from local firms by
offering a higher wage. In this way, the loss of skilled labour can even result in a
negative spillover effect to the domestic plants. Labour turnover effects rely on the
ability of indigenous units to captivate employees with previous work experience in
MNEs. Competitive wages are likely to be a key factor to attract the workforce, which
can be determined by firm size, financial status, and openness to trade. Also, the extent
of spillovers relies on the amount of knowledge and training domestic employees
gained from foreign-invested firms.

Competing with foreign-invested firms improves domestic plants’ ability. However,
the competition pressure must have a limit, or the foreign investors might crowd out
the local units (market stealing) (Aitken & Harrison, 1999; Konings, 2000; ZukowskaGagelmann, 2000). In his study of Romania and Bulgaria, Konings (2000) does not
find positive spillovers, but negative or no spillovers from FDI to indigenous firms.
This negative effect results from the competition effect which he finds dominate the
spillovers effect. Similarly, Wei and Liu (2006) find strong negative export spillovers
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in an intra-industry study of China’s manufacturing sector, and Du, Harrison, and
Jefferson (2012) find no or weak positive horizontal spillovers in their study of foreign
investment into China. Most recently, Xiao and Park (2017) present a curvilinear effect
from FDI spillovers in China’s domestic manufacturing firms. They suggest that local
units receive productivity improvement when there is an intermediate level of foreign
presence. In contrast, when the level of foreign presence increases, the local
productivity is reduced by the competition effect.
In the short to medium term, domestic plants may be confronted with market share
losses. However, in the long run, the competition effect is likely to vanish when local
units have managed to revamp and adapt to the market competition. In other words,
the productivity, quality, and reliability of domestic plants may increase as they must
keep pace with the FDI and the weak local firms were crowded out (Javorcik, 2008).
3.1.3.2 Vertical Spillovers
FDI may not result in real knowledge spillovers through this linkage if multinationals
try to reap the benefits of the spilled knowledge, for example, domestic plants need to
fully compensate foreign-invested firms for the transferred knowledge (Farole &
Winkler, 2014). Foreign investors typically aim for profit-orientation, so reaping the
benefits from the knowledge spillovers does often happen. In most cooperative
ventures, there are many suppliers with a few customers (Altenburng, 2000). Thus, the
local suppliers have a high tendency to be replaced if they have low capabilities. In
this circumstance, the price bargaining power of domestic sellers is severely weak,
which pushes the suppliers into ruinous competition, where they have to bear the costs
and risks. Liang (2017) also finds no positive backward spillovers for China’s local
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manufacturing firms suggesting the foreign customers may source from other foreign
suppliers in the host country instead of sourcing from local plants, so the spillovers
from backward linkages are limited.

Furthermore, some studies find evidence of negative forward linkage (Schoors & Tol,
2002; Girma, Gong & Görg, 2006). Javorcik (2004) states that after takeover local
plants in supplying sectors, foreign firms advance their products which are then put at
higher prices. The domestic plants that buy these inputs might have troubles to gain
any benefits from the more advanced technology content, yet have to endure the cost.

3.2 Overview of the Studies on South-South FDI
The rising importance of South-South FDI has triggered a number of researchers to
compare the impact of FDI from developed economies on domestic firms in
developing countries compared to the impact of FDI from developing economies. We
review the findings of the previous literature as follows.

The pioneering work which reported on South-South FDI was conducted and reported
by the United Nations (2006), this report claimed that this geographic form of foreign
investment tends to generate benefits. With smaller competency gaps and more
appropriate knowledge, the FDI is likely to find it more convenient to get adjusted to
the domestic market, and indigenous plants may find it more beneficial as the
knowledge are more closely relevant to their absorptive capacity. Kokko, Tansini, and
Sejan (1996) also suggested that FDI spillovers happen best when the size of the
knowledge gap between host and home countries is moderate. Kubny and Voss (2014)
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studied Chinese FDI spillover effects on Vietnamese firms in the manufacturing
industry. They found that investment from China results in more forward spillovers as
compared to OECD FDI. This result is due to the fact that Chinese investors have
developed stronger linkages with the domestic firms. In the electronics and
automotive/motorcycles industries they source more locally from domestic plants
compared to the garments and textiles industries which acquired lower level of
technology. However, the total potential gains from emerging FDI seem limited as
they provide low-technology products and little training or financial support to the
indigenous firms. Their findings suggest that researchers should not expect any
significant difference of impacts between the Southern and Northern FDI. Although
FDI spillovers from developing countries are supposed to be more appropriate to the
local firms’ production, “it does not bring about the anticipated effects automatically”
(Kubny & Voss, 2014).
A study of Sub-Sahara African countries (Görg, Gold, Hanley, & Seric, 2017) divided
“South” into three more specific classifications to compare Northern and Southern
foreign direct investment. The first, “South” refers to investors from other African
regions. The second, “South” indicates the low and lower middle income countries,
and the third “South” refers to non-OECD countries. They do not find any substatial
differences in FDI impacts between Northern and Southern FDI, irrespective of how
the latter is characterised. FDI from both regions (North and South) all provide
technology spillovers that increase the domestic firms’ productivity. Another recent
study of impacts in “South-South, South-North, North-South and North-North FDI”
found insignificant effects through all FDI types (Demir & Duan, 2018); however,
some evidence of positive FDI impacts on human capital growth from FDI in the
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South-South direction was detected.
An earlier study of China’s manufacturing sector (Wei & Liu, 2006) find FDI from
OECD countries and from Hong Kong, Taiwan, and Macau (HTM) yield relatively
similar horizontal spillovers to the domestic companies. On the other hand, the OECD
FDI brings more spillovers through vertical linkages. The explanation offered is that
the FDI from industrial countries provide projects that are more technologically
sophisticated and they participate more in vertical linkages thus generating more
positive spillovers to local firms than the FDI from HTM. Another study comparing
spillover effects between Northern and Southern FDI (Du, Harrison, & Jefferson,
2012b) found no or weak horizontal spillovers, but significant positive vertical
spillovers on local Chinese firms. Their findings show that FDI originating outside
Hong Kong, Taiwan, and Macau have generated more spillovers to the Chinese firms
than those from the HTM-investors. There are a few explanations for this. First, the
investment from outside of HTM are generally more recent, so they tend to convey
newer technology. Second, many of the investors from HTM regions actually
originated in Mainland China, but they return to China through these countries to
exploit the benefits by being foreign investors; called “round-tripping” investment.
Another recent study concerning this issue (Demir, 2016) fails to find any significant
effects from North-South FDI. Controversially, they find negative South-South FDI
effects to institutional development in natural resource-abundant countries, a
phenomenon known as the “natural resource curse”. A country that is natural resourcerich can exploit this as their benefits. However, their natural wealth can lead to less
economic success. Profit from exchanging raw materials may be ripped off by
government officials, or drained off by foreign corporations. This bonanza may crowd
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out other investment in other areas of the economy and cause products and services to
be pricier; thus, the country’s economic fate depends on the fluctuating global
commodity prices, a problem especially for smaller and less diverse countries
(Bloomberg, 2017).
3.3 Overview of the Awareness-Motivation-Capability Framework
Chen, Smith and Grimm (1992) developed the Awareness-Motivation-Capability
(AMC) framework from the stimulus-response model (Kotler et al., 1980), by adding
in capability as an additional factor. Initially, each of these models was developed and
tested in the strategy sphere with an attempt to understand the dynamics of competitive
responses. In broad strokes Kotler suggested that when a firm is aware of a potential
threat, they will be motivated to attack back, Chen then expanded this by suggesting
such a firm’s response would be determined mainly by its response capability (Chen,
1996). Chen also stated that “in general, awareness is considered a prerequisite for any
move, and it is likely to be increased by both market commonality and resource
similarity. Market commonality will affect a firm's motivation to attack (or respond);
resource similarity will influence attack (or response) capability.” Primarily, the AMC
framework has been used to interpret and predict competition or market rivalry
behaviour between firms in an industry. This framework is broadly used in the
management field, many researchers such as Chen, Su, and Tsai (2007) and Peteraf
and Bergen (2003) have used the framework to identify competitors and investigate
rivalry between focal firms and their rivals. Literature which applies the framework in
the international business context includes studies by Hutzschenreuter and Grône
(2009), Meyer and Sinani (2009), as well as Cui, Meyer, and Hu (2014).
Hutzschenreuter and Grône (2009) use the AMC model to explore foreign attack and
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disparities of local firms’ responses based on product and geographic scope of MNEs.
Meyer and Sinani (2009) apply the model to study variations of domestic units’
productivity upgrading in response to inward foreign investment. Recently, Cui et al.
(2014) have used the framework to identify firms’ external and internal characteristics
which predict their strategic intent in competitive catch-up by seeking strategic assets
abroad (OFDI). These studies have used the AMC framework in a relative similar
manner to the usage of the model in this study although we have extended it in the
following ways.
3.3.1 Awareness
In the studies of competitive actions, awareness means a unit’s recognition of its
competitors and the competitive environment (Chen et al., 2007). In this study of
knowledge spillovers, awareness refers to the extent to which a unit can recognise
knowledge made visible by foreign investors which could have potential impacts on
their business. According to communication-information theory, the information’s
visibility is the extent to which it is publicised by a body (Smith & Grimm, 1991).
Smith and Grimm add that “publicised information on an action will enhance a
competitor’s ability to decode and predict the action’s potential effectiveness.” Thus,
the greater the information is visible, the more likely it will be recognised by others.
The awareness component of the AMC framework in this study derives from this
theory, which highlights the extent to which Cambodian light industry firms are aware
of the knowledge made visible by incoming FDI. Such awareness of FDI’s potential
influences on their firms relies on the similarity of their operations and markets (Chen,
1996; Meyer and Sinani, 2009).
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In Cambodia, the foreign-invested firms in the horizontal and forward linkages mainly
come from Mainland China. With the similar level of institutional background, cultural
similarity, and adaptation of less technology advancement, they are likely to operate
in the same market segments Cambodian domestic firms, where they may work closely
together. This close contact and high similarity increase domestic firms’ attention of
the interaction with the foreign firms, thus raises the awareness of the likely impacts
on their companies (Chen et al., 2007). Hence, in markets where operations of foreign
and domestic companies are quite similar, awareness of the potential impact of the FDI
seems to be high (Meyer and Sinani, 2009).

3.3.2 Motivation

The motivation component of the AMC framework refers to the incentives for a
company to engage in a competitive action (Chen et al., 2007). In our study, motivation
refers to domestic firms’ incentive to learn the new knowledge. According to
expectancy theory (Vroom, 1964), an individual chooses to engage in an action based
on his expectation of the probability that his engagement will result in his desired
outcomes. When a local firm interacts with FDI over a sufficient amount of time, it
will bring to the attention of the firm the knowledge gap between the foreign firms and
itself. This awareness provokes within the indigenous plants the need to adopt more
advanced technologies or methods to narrow the competency gap. By looking at the
various types of FDI linkages that Cambodian firms may have, we investigate which
of these will have the greater impact in terms of motivating the Cambodian firms to
learn the new knowledge that the FDI has made available.
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3.3.3 Capability- Absorptive Capacity (ACAP)

In the original formulation of the AMC framework, capability referred to firms’ ability
to combine their existing knowledge with new knowledge then transform it to use in
their context (Meyer & Sinani, 2009). For this study, “capability” can be seen as a
synonym for the “absorptive capacity” of the domestic units.

Thus, absorptive

capacity measures domestic industry's capacity to employ knowledge gained from FDI,
then exploit it for their own purposes. A unit which is unable to recognise, comprehend,
and apply external knowledge cannot extract technological advantages from
knowledge spillovers. All knowledge, even the most ready-to-use forms, need to be
customised, adjusted and reconstructed to give more precise results. Meyer and Sinani
(2009) claim that “absorptive capacity captures firms' ability to utilise acquired
knowledge, and thus to increase their realised spillovers."

The construct of absorptive capacity here is based on Flatten et al. (2011) who claim
that ACAP refers to a firm's ability to identify “the value of new external information,
assimilate it, and apply it to commercial ends.” Thus, there are four dimensions that
together make up the concept of ACAP. First, acquisition denotes intensity and speed
of a unit’s efforts to label and obtain knowledge (Zahra & George, 2002). Second,
assimilation means a unit’s ability to establish processes and routines to analyse,
translate and comprehend the externally obtained knowledge (Szulanski, 1996). Third,
transformation refers to the ability developing those methods useful to combine the
existing with the newly gained knowledge (Flatten et al., 2011). Finally, exploitation
refers to a unit’s capacity to revamp, boost then “use its existing routines,
competencies, and technologies to create something new based on the transformed
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knowledge” (del Carmen Haro-Domínguez et al., 2007; Flatten et al., 2011). As a
result, the four dimensions allow firms to exploit new external information and use as
their intangible resource for improving their productivity.

The most relevant study to this thesis, which utilises the A-M-C framework in a similar
surrounding, is by Meyer and Sinani (2009) who applied it to study variations of
domestic units’ productivity upgrading in response to inward FDI. Their results show
a curvilinear relation between development level of local firms and FDI spillover
benefit. Low-income and high-income countries gain more spillovers from foreign
entry than medium-income economies do. Although firms in low-income countries
have less awareness, motivation and absorptive capacity, they seem to gain spillovers
from demonstration effects as a result of a huge technology gap. Firms in developed
economies acquire a high awareness of foreign entries and have a high motivation to
increase their human as well as financial capital to deal with newly entered competition.
Also, they have adequate capacity to cope with the high competitive pressure which
results in increasing their productivity. On the other hand, a market-stealing effect is
likely to occur in medium-income economies with the new entrants taking business
away from the domestic competitors. Consequently, the local parties fail to benefit
even though they have high awareness and motivation.

We adopt the Awareness-Motivation-Capability framework of competitive dynamics
(Chen, 1996) as a directed theoretical framework to examine how and where
knowledge spillovers affect domestic firms’ growth. The framework provides a based
structure to understand FDI and local plants’ relationship that interactively drives
knowledge spillover effects. We extend the AMC model from its original use on
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rivalry behaviour into the study of FDI knowledge spillovers by examining the specific
interacted roles between the three components and firms’ technological capabilities
(mediating effects), in conditions most relevant for this study’s concept.

3.4 Technology Capability (TCAP)

Domestic plants may receive knowledge spillovers from foreign-invested firms
through the process of their awareness of the FDI’s technologies and methods,
motivation to learn, and capabilities to absorb the knowledge. Consequently, the
spillovers may influence the growth of the companies’ technological capabilities,
which we describe in this section.

Technological capability (TCAP) refers to skills, namely technical, managerial, and
organisational that a unit absorbs from interaction with the environment which it can
then utilise efficiently, develop it over time, and establish new products and processes
(Lall, 1992; Najmabadi & Lall, 1995). In this period of rapid technological change,
competitive success needs strong product differentiation capabilities whose
development relies on whether producers can create close networking with customers
and fulfil their demands in time; hence, marketing must be a factor of a company’s
technological capabilities (Ernst, Ganiatsos, & Mytelka, 1998). According to the
definition of technological capability and from previous research, we determine TCAP
based on four dimensions, namely, technical, managerial, organisational and
marketing capability. Adler and Shenbar (1990) define technical capability as a unit’s
reproducible in product, process, and support areas. They also state organisational
capability refers to the ability that allows the firm to expand and deploy their technical
44

capability, specifically: “the skill profile of employees and managers, the procedure to
get things done, the organizational structure, the strategies that guide action, and the
culture that shapes shared assumption and value”. Camisón (2004) proposes that
managerial capability is determined by managerial distinctive capabilities including a
technical element relating to management know-how, and a cognitive element
reflecting the managers’ personal characteristics, codes of values, and personality.
Marketing capability refers to a unit's ability to introduce and provide products by
recognising consumers’ current and future demands, customers’ access approaches,
and competitive environment (Yam, Guan, Pun, & Tang, 2004).

Successful innovation today relies on the close interaction between producers and
users of a specific technology (Ernst et al., 1998). To develop their technological
capabilities, firms need reliable and continuous access to certain knowledge sources.
Previous research has found the link between technological capabilities and incoming
FDI. Foreign direct investment has been one of the main sources for getting access to
advanced technologies (Costa & de Queiroz, 2002). Wong Poh Kam (1991) cited in
Ernst et al. (1998) proposes that foreign companies have favoured technological
improvement of local plants as the latter are surrounded by diverse activities as the
procurement of machinery, materials, service, and related exchange of information in
backward linkage; and the sharing of marketing and design activities, joint
development such as product design and production techniques with foreign investors.
Also, foreign direct investment can be an indirect source of knowledge and technology
diffusion in the sense that the foreign-invested firms unintentionally transfer specific
product, process, management know-how to the local firms. Managers with previous
experience in foreign firms may have also been trained with the knowledge that can
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increase their current domestic firms’ managerial and organisational capabilities
(Farole & Winkler, 2014). Furthermore, FDI introduces information including product
design, product performance requirements, access to marketing and technical
information on competitors’ products and customers’ demand, sharing of technical
information, and exposure to foreign plants’ system of managing production and R&D,
are beneficial for upgrading indigenous firms’ technological capabilities. Hence, FDI
helps to shape technological capabilities of local companies with knowledge spillover
effects.

3.5 Export Performance

In our model, discussed in chapter 4, we suggest that one of the results of developing
technological capability is the impact that it can have on a firm’s export performance.
Export performance refers to “the outcome of a firm’s activities in export markets”
(Shoham, 1996). Export performance is one of the most researched topics in the area
of international business due to its impact on firms’ growth. It has been widely studied
by marketing scholars who view exporting as a challenging area for theory building in
the field (Zou & Stan, 1998) and by public policy makers who consider exporting as a
way to accumulate foreign exchange reserves, boosting productivity, employment
level, and boost societal prosperity (Czinkota, 1994). Business managers view
exporting as a tool for firms to improve product performance through increasing
technological quality and service standards; also, exporting allows firms to increase
their financial performance that will, in turn, produce more funds for future
reinvestment and growth (Guan & Ma, 2003). Thus, firms’ export performance plays
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a vital role in raising competitive advantage and guaranteeing firm survival in this
highly globalised market.

The impact of firms’ technological capabilities on export performance has been widely
examined. Guan and Ma (2003) study the export performance of Chinese firms, and
find that export growth has a close relationship with the improvement of innovation
capabilities (learning, R&D, marketing, organisational, resource allocating and
strategy planning capabilities). In a number of regionally based studies, Gee and Kuo
(1993), Wie and Pangestu (1993), Poapongsakorn and Tonguthai (1998), Ngoc and
Anh (1998), and Ernst et al. (1998) find technological capabilities has been one of the
key factors in firms’ export success in Taiwan, Indonesia, Thailand, Vietnam, and panAsia respectively.

3.6 Summary

There are two main ways in which this study aims to extend the existing literature on
FDI spillovers. First, the study of the extent to which incoming FDI results in
‘spillovers’ (technology, R&D, management practices and know-how) has so far
yielded only mixed results, and research has largely been restricted to north-north and
north-south interactions, this study seeks to provide further clarity and to extend the
literature in this area into South-South interactions. Second, there is a lack of evidence
on how FDI’s spillovers increase local firms’ technological capabilities which leads to
enhancement of their export performance. The majority of the previous literature only
studied the direct impacts of FDI’s spillovers on indigenous plants’ export
performance (Anwar & Nguyen, 2011; Conti, Lo Turco, & Maggioni, 2014; Kneller
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& Pisu, 2007; Kutan & Vukšić, 2007; Ruane & Sutherland, 2005). This study helps in
filling the literature gap by examining how FDI spillover effects help firms to master
the complexity of skills needed for successful export performance, particularly the
strategic skills associated with technical, managerial, organisational, and marketing
capabilities (technological capabilities). Through the extension of the AwarnessMotivation-Capability framework, we adopt this model of competitive dynamics
(Chen et al., 1996) as a guiding theoretical framework to explain how domestic firms’
capability is upgrading in response to foreign entry, this study further tests and extends
that model into a different contextual setting. We extend the AMC model by
examining the specific interplay roles (mediating effects) of each of the three
dimensions with local firms’ technological capabilities.
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Chapter 4. Theoretical Framework and Hypothesis Development

In this chapter, the Awareness-Motivation-Capability framework is expanded upon to
propose a theoretical framework of the impact of FDI linkages on technological
capabilities. The chapter also provides a detailed explanation of each hypothesis and
how each of these has been derived.

4.1 Theoretical Framework

Our theoretical framework begins with an investigation of the effects of all forms of
FDI linkages (horizontal and vertical backward and forward linkages) that could lead
to the accrual of possible knowledge spillovers to indigenous firms. It then identifies
how domestic businesses gain the spillovers based on their awareness of FDI’s
knowledge, their motivation to learn, and their absorptive capacity. From that, the
framework examines whether the knowledge spillovers play a significant role in
increasing local units’ technological capability. Finally, it considers if their
technological capability assists in accelerating their export performance.

Figure 14 below represents the research's conceptual framework and illustrates the
hypothesised relationships. As shown in the framework, we investigate knowledge
spillover from FDI through horizontal and vertical linkages. It is expected that higher
exposure to FDI leads to increased awareness of new knowledge, and when a domestic
firm has a greater awareness of new knowledge, it will have more motivation to learn.
If the unit has a sufficient level of absorptive capacity, it will increase its technological
capability which then will promote the firm's export performance.
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Figure 14 Knowledge Spillovers from FDI to Local Firms

4.2 Hypothesis Development
4.2.1Awareness of New Knowledge through FDI Linkages
4.2.1.1Awareness through Horizontal Linkages

Local companies learn from foreign-invested competitors by observing or imitating
the new knowledge and having employees that have previously been trained by foreign
competitors in the same industry (Kokko, 1992). Lin et al. (2009) postulate that
overseas firms' activities are exposed to domestic parties, who can inspect the new
technologies and management know-how then copy them to use in their own
operations. Fu (2012) adds that this ‘demonstration effect’ is also a medium for
managerial knowledge spillovers from their foreign investors, including such things
as management briefings groups, team-work, consumer retention, and staffing plans.
Local plants may also observe technology, and organisational or management knowhow from their foreign competitors then imitate the knowledge to improve their
productivity. Direct exposure to foreign competitors or investors allows domestic units
to recognise the differences between their own methods and the business approaches
and technologies being used by the foreign firms. These differences provoke local
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companies' awareness of the importance of the new knowledge they need to learn to
compete effectively in the global market (Cui et al., 2014). In a study of Chinese
manufacturing firms, Wang, Deng, Kafouros, and Chen (2012) find that quick and
irregular foreign-entry processes decreased FDI benefits. This may reflect the fact that
this pace and irregularity of foreign entry hinders MNEs from establishing a stable
relationship with domestic firms, making it less likely that the local plants pay
attention to FDI’s knowledge, or they may not have adequate time to observe and copy
the good practices. The more local companies face with foreign-invested firms, the
more they are aware of how the foreign-invested businesses are being run and the more
aware they become of alternative methods and technologies. This statement leads to
our first set of hypotheses:

Hypothesis 1a: The greater the extent that domestic firms are exposed to FDI through
horizontal linkages in the form of foreign investors, the more aware they will be of
new methods and technologies.
Hypothesis 1a’: The greater the extent that domestic firms are exposed to FDI through
horizontal linkages in the form of foreign competitors, the more aware they will be of
new methods and technologies.

4.2.1.2 Awareness through Vertical Linkages

Javorcik (2004) proposed that foreign firms commonly wish to avoid knowledge
leakage; however, to improve the quality of their own inputs and outputs, foreigninvested firms are driven to transfer their production techniques to domestic suppliers
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and customers. Le and Pomfret (2011) stated that in Vietnam, MNEs do little to
prevent knowledge exchange to local firms because of the fact that the intermediate
goods produced are supplied explicitly to the overseas firms’ production processes. In
addition, foreign sellers may supply domestic firms with high quality components and
equipment beyond those that have previously existed in the local market; they thus
may need to provide their domestic customers with technical support when the
products are purchased (Liang, 2017). As a result, local units may become aware of
new methods and technologies when there is foreign participation in their upstream or
downstream sector. Besides, Spencer (2008) claimed that a foreign-invested company
might transfer its knowledge to local firms when their vertical linkage is established;
then the domestic firms may subsequently diffuse that knowledge to other local
companies in the same market. Furthermore, the domestic companies can benefit from
spillovers attained through labour mobility from foreign firms. This leads to:
Hypothesis 1b: The greater the extent that domestic firms are exposed to FDI through
backward linkages, the more aware they will be of new methods and technologies.
Hypothesis 1c: The greater the extent that domestic firms are exposed to FDI through
forward linkages, the more aware they will be of new methods and technologies.
In developing countries, the foreign investors are usually those coming from
developed economies. The developed country foreign investors typically operate in
more up-market segments, where they experience little direct competition with
domestic plants (Meyer & Sinani, 2009). This issue reduces domestic firms’ managers’
cognisance of the relationship with entrants from developed economies, and thus
decreases their awareness of the potential long-term impact on their own business
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(Chen et al., 2007). On the other hand, Cuervo-Cazurra and Genc (2008) proposed
that when a developing-country firm invests in another less-developed economy, its
previous experience of working in a similar condition may create an easily-adapted
environment for working with local firms. Moreover, the similarities in culture,
product facilities, and level of technology development between home and host
countries may allow them to work in the same market segment. Since Mainland China
and Cambodia are both emerging economies, their similar business practices and
distribution networks may enable Cambodian firms to get more exposure to Chinese
investors or suppliers. Therefore, Cambodian firms might be more aware of Mainland
Chinese firms’ methods and technologies than of those of non-Chinese firms in both
horizontal and vertical linkages.
Hypothesis 1d: Cambodian light manufacturing firms gain more awareness of new
knowledge from Chinese FDI than non-Chinese FDI.

4.2.2Awareness and Motivation

The domestic firms’ motivation to act will be dependent upon the incentives they are
facing. For a unit to participate in knowledge or technology catch-up, the motivation
must emerge from perspectives of survival, growth, as well as competitiveness (Cui et
al., 2017).

Frequent interactions with foreign firms can evoke the competitive

benchmarking of global rivals; domestic plants subsequently are motivated to learn
foreign knowledge assets that help narrow the competency gap (Cui et al., 2017).
According to expectancy-valence theory (Vroom, 1964), two basic factors that
provoke the tendency to act are the subjective reward value (valence) of acting
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effectively, and the perceived probability or expectation of earning the reward
(expectancy).

When a foreign firm invests in a host country, it can be seen as a potential threat or
learning opportunities to the local firms. Kiesler and Sproull (1982) state that when
the local firms are aware of the implications of such an entry, the entry’s very
pervasiveness will tend to excite the domestic companies to react. If the action is
perceived as a threat (e.g., a system-wide price cut), they will act to defend themselves;
if it is perceived as an opportunity (e.g., a promising innovation), they will not want to
be left out. Dutton and Jackson (1987) point out that when the local companies label
an FDI as an opportunity, they are more likely to take actions directed at knowledge
acquisition processes. According to Schelling (1980), the success of a domestic firm
to react to a foreign entry often depends on its awareness of the FDI’s potential benefits.
The domestic firm’s incentive to respond is motivated by its expected advantages.
Kiesler and Sproull also claim that before an organization can respond to a stimulus,
it must first become aware of this stimulus and then become motivated to act.
Therefore, local firms’ motivation to learn new knowledge may rely on their
recognition of the potential impact of the new knowledge to their business.

Hypothesis 2a: The more that domestic firms are aware of new methods and
technologies through horizontal linkages in the form of foreign investors, the more
they are motivated to learn that knowledge.
Hypothesis 2a’: The more that domestic firms are aware of new methods and
technologies through horizontal linkages in the form of foreign competitors, the more
54

they are motivated to learn that knowledge.
Hypothesis 2b: The more that domestic firms are aware of new methods and
technologies through backward linkages, the more they are motivated to learn that
knowledge.
Hypothesis 2c: The more that domestic firms are aware of new methods and
technologies through forward linkages, the more they are motivated to learn that
knowledge.
MNCs from developing economies share similar domestic needs, production
structures, market sizes, and adaptive capabilities to those of local firms (in developing
countries), while MNCs from developed countries tend not to do so (Agyei-Holmes,
2016; Atta-Ankomah, 2014; and Xu, Li, Qi, Tang, & Mukwereza, 2016). As a result,
the FDI that comes from other developing countries tends to have more appropriate
technologies and methods to those of local firms. The domestic plants may feel it is
less risky to try to adopt knowledge from Southern FDI as learning costs and adaptive
capabilities may be obstacles for local southern companies to adopt the information
from Northern FDI (Dahi & Demir, 2017). Dahi and Demir claim that “South-South
exchanges can still offer a developmental promise that might be missing in NorthSouth exchanges”, it is supported by Kokko et al. (1996) who found that cases where
foreign and local firms that have a moderated knowledge gap yielded the greatest
spillovers.
As the People’s Republic of China and Cambodia are both developing countries,
Mainland Chinese FDI is expected to have appropriate knowledge (moderated
knowledge gap) that allows Cambodian domestic firms to have enough adaptive
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capabilities and financial resource to learn from them. Therefore, the local firms may
be induced to learn more from Mainland Chinese invested companies rather than FDI
from developed countries as it may produces more positive impacts.
Hypothesis 2d: Cambodian light manufacturing firms are motivated to learn the
knowledge from Chinese FDI than non-Chinese FDI.

4.2.3Motivation and Absorptive Capacity of the Local Firms

Firms that have been motivated to learn new methods and knowledge from FDI have
already established prior knowledge that facilitates their ability to acquire, assimilate,
transform, and exploit

(absorptive capacity) new related knowledge (Cohen &

Levinthal, 1990; Schilling, 2002). Schilling (2002) stated that “the potential for
expanding absorptive capacity indicates the learning accrued in any development
effort may positively impact a firm, and the subject of the learning not need to be
intently related to a specific project to yield benefits”. It may be in the firms’ interest
to learn to obtain broader capacities so that they can fulfil future market requirements.
Furthermore, Shilling added “learning yields capabilities”; firms that invest more in
learning are prone to have greater capacities than others which helps them to adapt or
even be advanced in their work should the market shift rapidly (Bowman & Hurry,
1993). Highly motivated firms are likely to have established abilities that assist them
in recognising and storing more information or knowledge, also known as absorptive
capacity.
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Hypothesis 3: Higher motivated domestic firms will have a greater degree of
absorptive capacity.

4.2.4Technological Capability and Absorptive Capacity

In our study, we classify technological capability into four dimensions: (1) technical
capabilities (R&D capabilities), (2) managerial capabilities, (3) organisational
capabilities, and (4) marketing capabilities. Technical capabilities play a role in
assisting the firm to quickly adopt new technologies and processes in order to satisfy
current and future market needs (Guan & Ma, 2003). Managerial capabilities refer to
managers’ tacit knowledge, skills, and experience (Camisón, 2004). These knowledge
and skills are needed to operate existing systems and to activate technical change from
the R&D capabilities (Reichert & Zawislak, 2014). Organisational Capabilities help
firms to gain strategic importance. Firms gain organisational capability through
experiential and cognitive processes which include knowledge acquisition, sharing,
and utilisation. Firms with these capabilities are capable of enduring long-term
survival challenges that arise in a constantly changing market environment (Guan &
Ma, 2003). Furthermore, the improvement of marketing strategies is particularly
crucial for firms to guarantee their position in the global market. Marketing capabilities
are accumulated skills and knowledge that firms gain through marketing practices;
hence, the capabilities could give exceptional “market sensing, customer linking, and
channel bonding capabilities in global markets” (A. Al-Aali, J-S. Lim, T. Khan, 2013).
They added that marketing capabilities allow exporting companies to apply new export
marketing strategies as respond to the changing market conditions by modifying and
integrating available resources in new and distinct ways.
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A firm’s technological capability is largely dependent upon its existing levels of
absorptive capacity (Liu et al., 2013). Increasing firms’ technological capability
requires knowledge to be accumulated and stored (Afuah, 2002) which only firms with
enough absorptive capacity can achieve. The accumulated technological knowledge
expands both product innovation skills and firms' ability to analyse, adapt, and
implement the new technologies (Zahra & George, 2002). Rothaermel and Alexandre
(2009) state that when a unit obtains a high enough level of absorptive capacity, it is
likely to not only be more receptive to opportunities that demonstrate themselves in
their technological environments but also more aggressive in exploiting those
opportunities by linking internal and external sources of knowledge. In consequence,
the combined knowledge may result in stronger technological capabilities.
Hypothesis 4: Domestic firms’ absorptive capacity is positively related to their
technological capabilities.

4.2.5Motivation and Technological Capability
A firm with a high level of motivation to learn new knowledge is not only a knowledge
storehouse, but also a processor of it (Calantone, Cavusgil, & Zhao, 2002). These firms
do not tend to miss the chances created by market demands since they have the
knowledge and ability to comprehend and anticipate customer needs (Damanpour,
1991). Feedback from clients, channels, and competitors will be considered to enhance
their capabilities. Hence, they foresee market changes and make adjustments. In
contrast, firms that fail to invest in learning tend to fail into the trap of becoming
excessively dependent on an ageing knowledge resource base or fail to identify the
impending obsolescence of their technologies, and those firms would have poor
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judgment in choosing among technologies to expand (Schilling, 2002), let alone be
able to develop their technological capabilities. On the other hand, highly motivated
firms are likely to guide to a new technological generation by themselves, as well as
to be able to react quickly when others propose new technologies. Therefore, it is
expected that firms with motivation to learn new knowledge are likely to be more
capable with respect to their technological capabilities.

Hypothesis 5: Domestic firms’ motivation to learn new knowledge is positively related
to their technological capability.

4.2.6Absorptive Capacity as a Mediator

When a firm has strong absorptive capacity, they can acquire the FDI knowledge
spillovers, assimilate them, explore the new practices, and exploit them to use for their
own purposes. These practices would yield positive impacts on their technological
capabilities such as technology, management, organisational, and marketing
capabilities. It is expected that firms that have been motivated to learn from FDI
acquire greater absorptive capacity. Thereby, they are likely to be faster in creating
necessary technological capabilities than others. However, Meyer and Sinani (2009)
claimed that in low and middle-income economies, FDI has more up-to-date
technologies which are proprietary and may not be simply imitated by domestic firms.
Thus, if the indigenous firms have always been motivated to learn new knowledge,
they can use their existing knowledge to enhance their absorptive capacity. When they
have a high level of absorptive capacity, they are able to assimilate new information
and then utilize it for upgrading their technological capabilities. I, therefore, theorise
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that local firms’ absorptive capacity mediates the relationship between their
motivation to learn new knowledge and their technological capabilities.

Hypothesis 5’: Domestic firms’ absorptive capacity has a mediating effect on the
relationship between their motivation to learn new knowledge and their technological
capabilities.

4.2.7Motivation as a Mediator

Awareness conditions are necessary for domestic firms to recognise new knowledge
assets that have potential to help them improve their technological capabilities to close
the competency gap with global market leaders (Cui et al., 2017). However, awareness
alone is not sufficient to provoke knowledge catch-up activities if the local plants do
not possess adequate motivation to learn (Luo & Tung, 2007). Motivation may be “a
discretionary factor” that encourages learning, as companies decide to engage in
knowledge catch-up enthusiastically after being aware of the value of new knowledge
from FDI (Rui & Yip, 2008). For instance, Meyer and Sinani (2009) state that even if
domestic firms are aware of foreign invest firms’ methods and technologies, but if the
information is not appropriate to them or they are uncertain of the impact of the new
knowledge, they may be less motivated to learn from the FDI. Boosting technological
capabilities requires the firms’ awareness of the need to develop such capabilities and
an enthusiasm to try to do so (Ernst et al., 1998) .Thus, I propose that domestic firms’
motivation to learn new knowledge mediates the relationship between their awareness
of new knowledge and their technological capability.
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Hypothesis 6: Domestic firms’ motivation to learn new knowledge has a mediating
effect on the relationship between their awareness of new knowledge and their
technological capability.

4.2.8Technological Capability and Export Performance

The previous hypotheses have studied the impact of alternative forms of incoming FDI
on firms’ knowledge of new technologies and on their motivation to improve their
skills in this area. I have then hypothesised that firms that have access to knowledge,
are motivated to improve, and so long as they have the capability to develop, will
increase their overall technical skills and capabilities. Finally, I now address whether
they can use their technological capabilities to promote firm export performance.

Global competition is intensifying; firms are aiming to enhance their capabilities to
sustain their competitive advantage. Previous literature such as Ernst et al. (1998) and
Flor and Oltra (2005) find that a higher level of technological capability is vital for
increasing firms’ export performance. Technological capabilities influence time to
market (Rabino & Moskowitz, 1981) as they speed the product development. Also, the
capabilities increase the value of the product and decrease firms’ cost structure
(Coombs & Bierly, 2006). Firms lacking technological capabilities tend to have
difficulty comprehending why or how product and process development are made.
Firms’ technological capabilities are a crucial factor in their ability to meet the
requirements and competition arising from market globalisation, and higher levels of
capabilities will allow them to boost their export performance. Due to its importance,
the impact of firms’ technological capabilities on export performance has been widely
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examined. Guan and Ma (2003) study export performances of Chinese firms and find
that the improvement of innovation capabilities (learning, R&D, marketing,
organisational, resource allocating and strategy planning capabilities) has great effects
on the firms’ export growth. In the study of Spanish exporting firms belonging to the
ceramic tiles industry, Flor and Oltra (2005) find that technological capabilities are
positively related to Spanish firms’ export performance. Gee and Kuo (1993), Wie and
Pangestu (1993), Poapongsakorn and Tonguthai (1998), Ngoc and Anh (1998), and
Ernst et al. (1998) find technological capabilities has been one of the key factors in
firms’ export success in their studies. Therefore, I propose that firms with high level
of technological capabilities may have a greater export performance.

Hypothesis 7: Technological capabilities are positively related to export performance.
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Table 2 Summary of Core Theoretical Ideas and Hypotheses in This Study
Core Theoretical Ideas
Exposure to FDI enhances domestic
firms’ awareness of new knowledge.

Hypothesis
1a
1a’
1b
1c
1d

Awareness of new knowledge enhances
domestic firms’ motivation to learn the
knowledge.

2a
2a’
2b
2c
2d

The greater the local firms are
motivated to learn new knowledge, the
better their absorptive capacity.
The greater the local firms’ absorptive
capacity, the better their technological
capability.
The greater the local firms are
motivated to learn new knowledge, the
better their technological capability.
Absorptive capacity mediates the effect
of local firms’ motivation to learn new
knowledge and their technological
capability.
Motivation mediates the effect of local
firms’ awareness of new knowledge
and their technological capability.

3
Absorptive capacity (+)? technological capabilities
4
Motivation (+)? technological capabilities
5

5’

6a

6a’

6b

6c
The better the local firms’
technological capability, the better their
export performance.

Testable Hypotheses
Exposure to foreign investors –foreign investors
(+)? awareness
Exposure to foreign competitors (+)? awareness
Exposure to foreign customers (+)? awareness
Exposure to foreign suppliers (+)? awareness
Awareness from Chinese FDI >> Awareness from
non-Chinese FDI
Awareness of foreign investors’ knowledge (+)?
motivation
Awareness of foreign competitors’ knowledge (+)?
motivation
Awareness of foreign customers’ knowledge (+)?
motivation
Awareness of foreign suppliers’ knowledge (+)?
motivation
Motivation from Chinese FDI >> Motivation from
non-Chinese FDI
Motivation (+)? absorptive capacity

The positive impact of local firms’ motivation on
technological capabilities is mediated by their
absorptive capacity.
The positive impact of local firms’ awareness of
knowledge from foreign investors on technological
capabilities is mediated by their motivation to learn
the knowledge.
The positive impact of local firms’ awareness of
knowledge from foreign competitors on
technological capabilities is mediated by their
motivation to learn the knowledge.
The positive impact of local firms’ awareness of
knowledge from foreign customers on
technological capabilities is mediated by their
motivation to learn the knowledge.
The positive impact of local firms’ awareness of
knowledge from foreign suppliers on technological
capabilities is mediated by their motivation to learn
the knowledge.
Technological capabilities (+)? export performance

7
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Chapter 5. Research Methodology

This chapter aims to provide an explanation of the techniques used for testing the
hypotheses related to the proposed model in Chapter 4, including such issues as the
research design, sampling methodologies, and data collection. Details regarding the
choices of the measurement scales used in the study are also presented in this chapter.

5.1Research Design

To test the hypotheses in Chapter 4, data were collected through face-to-face
interviews using a bilingual questionnaire (Khmer and English). Our study scope
includes Cambodian wholly-owned and Cambodian partly-owned garment, footwear,
and other light manufacture factories located in and around the capital city, Phnom
Penh. The study concentrates on these cities because the majority of light
manufacturing factories, both formal and informal, are located in these areas. The
target respondents were factories’ owners or top-level managers, since they were
knowledgeable regarding (1) their firm’s shareholding structure and business
environment, (2) their factory’s business relationship with specific suppliers and
customers, and (3) business performance.

5.2Data Collection

Three rounds of data collection were carried out. In the first round, we conducted
interviews with firms at an annual textile and garment industry exhibition in Phnom
Penh city. The purpose of the first-round interview was to do pilot testing to determine
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whether there were any significant design issues in the questionnaire. The secondround of the survey involved conducting face to face interviews to collect data through
visits to the factories of firms in the garment and footwear, electrics and electronics,
and vehicle parts industries. The final phase of research involved conducting
qualitative interviews with a selected subsample of the factories interviewed in the
second-round, and with other identified experts in the industries. The subsections
below describe how the survey was developed, how respondents were indentified and
selected in each round of the data collection as well as the sampling approaches.

5.3Questionnaire Development

The questionnaire uses 7-point Likert scales ranging as 1= “Strongly Disagree”, 2=
“Mostly Disagree”, 3= “Somewhat Disagree”, 4= “Don’t Know”, 5= “Somewhat
Agree”, 6= “Mostly Agree”, and 7 = “Strongly Agree”. The questionnaire was initially
developed in English and translated to the Cambodian language, Khmer. Back
translation was performed by another native Cambodian speaker. The original and
back-translated questionnaires were compared, corrected, and confirmed by both
parties. The questionnaire was arranged into 8 sections containing 29 questions. The
first section of the questionnaire asked interviewees about general information of their
firms such as name, business type, ownership, year of establishment, number of
workers, the respondents’ position, and contact details. In section 2, we asked the
respondents for detailed information about their firm’s foreign investors namely
nationality, year and percentage of investment, and the knowledge and information
that the firms have received from these foreign investments. In section 3, 4, and 5, we
applied a similar set of structure questions asking the interviewees about their foreign
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competitors, suppliers and customers, respectively. In section 6, the respondents were
asked about their firms’ learning orientation indicating their commitment to learning
and open-mindedness to learning from FDI. Section 7 asked the firms to indicate their
ability to capture the knowledge spilled over from their foreign partners and
competitors. In section 8, the interviewees were asked to self-assess their capabilities
in technical, managerial, organizational, and marketing areas. In the last section, we
asked them about their export activities including the percentages of sales revenue that
they directly and indirectly export, and their financial export performance. The scales
of the questionnaire are explained in detail in the next section of this section and the
full questionnaire is provided in Appendix A.

5.4Quantitative Data
5.4.1 Challenges in Conducting the Interviews

The survey faced a number of difficulties. Despite the fact that considerable effort was
put into arranging the interviews with the firms’ representatives, there were particular
challenges in reaching non-GMAC members. According to the ILO (2017), there were
626 operating garment and footwear factories in Cambodia at the end of 2016. The
number fell from 699 firms in 2015. There were 58 newly-opened factories, but there
were also 131 factories closed down in this industry in the year. Since Cambodia’s
government allows 100% foreign ownership of companies in most sectors, 95% of
garment and footwear factories which are currently operating in Cambodia are wholly
foreign-owned (MOC, 2014). In these factories technical, management, and
supervisory positions are held by foreigners, while Cambodian employees are working
in the lowest levels of the production chain which causes difficulties in communication
66

(Hossain, 2010). Since the management roles are held by foreigners in wholly foreignowned firms, the knowledge may be hard to diffuse to Cambodian employees, and
minimal technologies are used in the low levels where local workers operate; therefore,
I exclude wholly foreign-owned firms from our study as there would be no or too little
knowledge spillovers to Cambodian employees. However, they may have spillovers
through demonstration effects to the Cambodia wholly or partially-owned firms as
they are potential competitors to the latter, and these effects are included in our study.

Dasgupta et al. (2011) state that there are two main types of garment and footwear
enterprise in Cambodia: formal exporting and non-exporting. The latter one refers
primarily to subcontractors and they are often informal factories. To obtain an export
license, the export factories must register with the GMAC, while the non-exporters or
subcontractors do not have to join the association. The scholars propose that “thus, far
less is known about the structure, operations and working conditions of these
enterprises, not to mention how many there actually are in the country (in reality, many
fail to register with the Government). This is further exacerbated by their oftencomplicated ownership patterns and tendency to open, close and relocate regularly.”
Many of the factories in this sector close and re-open again after five years to avail of
a tax holiday offered to newly established business by the government.

Other factors which make it very difficult to collect data in Cambodia are related to
the governmental and regulatory systems which inhibit firms from being willing to
share information with bodies with which they are unfamiliar. In part there is concern
that data shared may reflect badly on the industry or the country as a whole and thus
cause problems for the firm with the national government, in other cases firms are
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simply trying to avoid detection so that they can avoid tax collection or other
regulatory bodies.

Dasgupta et al. (2011) add that “Officials also believe that non-compliance with basic
labour standards is far more prevalent in these factories, a factor that some think could
eventually erode Cambodia’s hard-earned reputation as an ‘ethical’ producer in the
global garment sector.” There have been plenty of issues in the garment and footwear
sector of Cambodia; for instance, run-away employers, labour abuse, and low
occupational safety and health (OSH) which lead to frequent workers’ demonstrations
and strikes. Having these issues means these firms violate the government ethics rules;
therefore, they are not willing to expose themselves to any research bodies.
Additionally, national elections are going to be held in July 2018. Unfortunately, this
event causes even more difficulties in our survey process. Many firms were not willing
to risk providing personal information or disclosing too much to a non-government
survey during this sensitive time.

Regarding gaining firms’ consent to participate in our research, we also faced some
difficulties. It was challenging to get appointments with the factories, especially when
the purpose of the meeting has little or no business opportunities. They would take the
consent letter and the questionnaire form but fail to fix any appointments. However,
for some factories, persistent and repeated visits proved beneficial while others never
gave in. Hence the resultant sample size reflects the firms which were available and
agreed to an interview. When asking about the challenges in conducting surveys, some
of the respondents in our qualitative survey stated that they had faced the same
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difficulties in their own research and it is hard to conduct this type of interviews due
to most of the factories are not willing to share their information.

5.4.2 First-Round Interviews

The primary data were collected by structured interview through two processes. First,
interviews were conducted at a four-day textile and garment industry exhibition held
in the capital city of Cambodia, Phnom Penh city from 25th to 28th August 2017. Since
the exhibiting firms were all foreign-owned, and thus outside the scope of our study,
we approached the visitors who worked at locally-owned textile or garment factories
for the pilot test. Each interview started with a short introduction of our academic
affiliation, and the purpose of this study. Eligible interviewees were then identified by
asking three screening questions: (1) In which industry are you working? (2) what is
your company’s ownership status? And (3) what is your position in the firm? Eligible
respondents would be those who worked in the garment and footwear or other light
manufacturing factories for a Cambodian wholly-owned or partially-owned firm
which they either owned or in which they held a senior level managerial position. This
pilot study was used to identify whether the interviewees had any difficulties
understanding or responding to the questions. After this preliminary study with 14
garment factories’ owners or managers, some sentences in the questionnaire were
slightly modified for ease of understanding, although no significant structural changes
were required before carrying out for the second round of interviews.
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5.4.3 Second-Round Interviews

For the second-round survey, the interviews were conducted by a research group,
closely guided and supervised by the researcher, in the form of face-to-face interviews
with manufacturing firms at their factories located in and around Phnom Penh city
(where the bulk of production occurs). The research group was formed by two research
students and five local undergraduate students who were in their sophomore and junior
years. The local university students were selected to conduct the survey as they had
previous experience in conducting in-person interviews.

During the second round of interviews, using consent letters from the Garment
Manufacturing Association of Cambodia (GMAC) and Lingnan University were
found to significantly increase the response rate. Also, making interview appointments
beforehand and providing an overview of the research topic in advance enabled the
interviewees enough time to arrange their schedule and allowed them a chance to
prepare for the interview. The results from the research findings was promised to
encourage participants in the survey, and the summary of the survey results will be
sent to each of the participating firms. With significant effort, our research team was
able to find a list of 633 garment and footwear factories, as well as a list of 79 other
light manufacturing factories. For the garment and footwear firms, 560 of these are
foreign wholly-owned, thus, there are only 73 firms, which qualify for our study scope.
For other light manufacturing industry, among 79 firms, there are 61 companies which
meet our study requirement. For those factories that are in the study scope, that could
be reached, and that were willing to participate in the survey are able to survey 93
factories, a number slightly below what we had originally targeted. Table 3 shows the
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breakdown of the population and the figures indicating the number of firms with which
we are able to complete the survey. Below, I describe the sampling process for both
garment and footwear factories and the other light manufacturing factories.
Table 3 List of Garment and Footwear and Other Light Manufacturing Factories Encountered
in the Survey Process
Garment and Footwear Factory List
Garment and Footwear factories which are wholly foreign-owned (outside the study scope)
Garment and Footwear factories which are wholly or partially Cambodia-owned (inside the study
scope)
Total
Garment and Footwear Factories in the Study Scope
Factory closed
The address could not be found by internet search
Rejected
Participants
Total
Other Light Manufacturing Factory List
Other Light manufacturing factories which are wholly foreign-owned (outside the study scope)
Other Light manufacturing factories which are wholly or partially Cambodia-owned (inside the
study scope)
Total
Light Manufacturing Factories in the Study Scope
Rejected
Participants
Total
Total of all manufacturing factories in available lists
Total of light manufacturing factories fits in the study scope
Total of light manufacturing factories participated in the survey

Amount
560
73
633
Amount
4
3
11
55
73
Amount
18
61
79
Amount
23
38
61
712
134
93

Garment and footwear factories. For the second stage of the survey, I identified firms
that fell into our target population of fully or partly owned Cambodian garment
factories by using membership lists from Garment Manufacturers Association of
Cambodia (GMAC) and Better Factories Cambodia (BFC, ILO). According to the lists,
I could identify the location of 633 garment and footwear factories which turned out
to be mainly clustered in the suburbs around Phnom Penh city.

Besides the members of GMAC and BFC, there are many ‘cottage’ factories which
are also located in these areas. These are basically family based small scale garment
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producers, which have a small number of sewing machines and are made up of a few
workers who are the family members and friends, most would not be considered firms
in the traditional sense, but are more in the nature of ‘home-workers’ who work on
piece-rate. The workers have adopted sewing skills since a young age as a traditional
way of living (Tang, 2016). These ‘cottage’ factories are sub-contracting suppliers to
the formal sector during peak order season (Hossain, 2010). Normally, they are
responsible for the basic garment productions and their only equipment are scissors,
needles, and traditional sewing machines. Their businesses do not have any specific
structures of management or organization and they make no independent sales of their
own production and certainly no intent to enter the market place themselves or to
export. I, therefore, excluded these small-scale family businesses from our study and
concentrated on the established registered firms who had obtained an export license.

Other light manufacturing factories. There is no specific government or nongovernmenal listing of the other light manufacturing factories. To find these factories,
I first contacted the Council of Development of Cambodia (CDC), who has control
over the Special Economic Zones, since the zones are specialised in electronics and
electrics, as well as vehicle parts. However, most of the factories in the SEZs turned
out to be foreign-wholly owned firms outside the scope of our study. We continued
with the identification of these firms for the second stage of interviews by searching
for the firms using internet searches and Cambodia’s version of the ‘yellow pages’.
Putting these sources together gave a total of 79 firms. We approached all of them and
through phone calls asked the screening questions to identify their ownership. E-mail
contacts with these firms were generally found to be ineffective as few of them utilised
e-mail as a communication tool, however after further phone inquiries we were able
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to secure interviews with a number of these light manufacturing firms and in line with
the garment companies, we visited these firms and conducted a face-to-face interview
with the firms’ owners or managers.

Using the strategies described above, we collected a total of 93 completed surveys (55
garment and footwear factories, and 38 other light manufacturing factories) with
interviews completed from 25th August 2017 to 9th January 2018.

5.5Qualitative Data

As noted earlier, we performed a number of in-depth qualitative interviews with a
small number of the factories and a small number of identified experts in the
Cambodian garment industry to support our quantitative results. The industry
participants were selected from the second-round interviewees. We also sought
interviews with the GMAC and other experts in the industries to gain more information
of each of the industry sectors included in our study. The final list of in-depth
interviewees included an operating manager at GMAC, a survey consultant at one of
the biggest consulting companies in Cambodia, and a local management consultant
with a specific focus on firms in the garment sector. Table 4 shows the details of the
qualitative interviewees and how they were contacted.

To conduct the qualitative data analysis, we used NVivo software that allow us to
explore connections between the interviewees’ ideas and the quantitative results. As
we conducted seven qualitative interviews, we have seven ‘sources’ in the software.
We created ‘Nodes’ as folders for storing important contexts from each source such
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as: “training, machinery, low cost input, Mainland Chinese invested firms, impact on
domestic firms, et cetera”. This way we can see from the software that how many times
(‘References’) a specific idea (‘Nodes’) was mentioned from the respondents. We then
used the outputs from NVivo software to support the quantitative results.

Table 4 Summary of the Qualitative Interviews
Interviews
BDLink Co., Ltd
A senior consultant and a survey
field consultant
GMAC
An operating manager
Dequan International (Cambodia)
Co., Ltd
A general manager
Evergreen Apparel (Cambodia)
Co., Ltd
A Human Resource Manager
Sigil Garment Co., Ltd
A general manager
Color Apparel Garment
A general manager
Local garment industry consultant

Date
28 Nov 2017

Skype

Venue

Duration
25 mins

21 Dec 2017

GMAC

35 mins

22 Dec 2017

Dequan International
(Cambodia) Co., Ltd

42 mins

25 Dec 2017

Evergreen Apparel
(Cambodia) Co., Ltd

40 mins

27 Dec 2017

Sigil Garment Co., Ltd

30 mins

28 Dec 2017

Color Apparel Garment

30 mins

25 Mar 2018

Skype

35 mins

5.6Measurement
5.6.1 Variables

In this study, there is one dependent variable which is the technological capability of
the firm (TCAP). There are a further six independent variables: spillovers through
horizontal linkages (Hor_Link), spillovers through backward linkages (Back_Link),
spillovers through forward linkages (Forw_Link), awareness (Awn), motivation (Mot),
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and absorptive capacity (ACAP) (the final two of these are the mediating variables).
According to the availability of the data and our study scope, four control variables are
included with this study; local firm’s age (Age), local firm’s size (Size), firms’
ownership (dum_ownership1, dum_ownership2, and dum_ownership3), and factory
type (dummy_type1 and dummy_type2).

5.6.2 Operationalization and Measures

All scales in this thesis are well-developed in previous literature, each with previously
tested high reliability and validity. The scales adopted and adapted in this study include
technological capability scales (Camisón, 2004; and Yam et al., 2011), horizontal
spillovers (IWH FDI questionnaire), vertical spillovers (Perri et al., 2013 and Coviello
& Yli-Renko, 2016), awareness of new knowledge and methods (Coviello & YliRenko, 2016), motivation to learn (Calantone et al., 2002), absorptive capacity (Yam
et al., 2011), and export performance (Zou, Taylor, & Osland, 1998; and Morgan,
Katsikeas, & Vorhies, 2012). Minor modifications have been made to the items to
make the scales more concise, clearer, and more suitable to the survey in Cambodian
context.

Technological Capability (TCAP): As mentioned in Chapter 3, there are four
elements to measure TCAP, namely, technical, managerial, organisational, and
marketing capability. I used the same 7-point Likert scales employed by Yam et al.,
(2011) to measure technical, organisational, and marketing capability of the local
factories.
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Nonaka and Konno (1998) state that the scale of managerial competencies includes
management know-how and the managers' characteristics, values, and personality
profile. Camisón (2004) based on this interpretation of managerial competencies
developing a 7-point Likert scale, which includes skills, knowledge, experience, and
influence of top management in firms. I thus adopt his scale of managerial capabilities.

Horizontal Spillovers variable (Hor_Link): I use 7-point Likert scales to measure
the extent and nature of the business relationship between the local firms and their
foreign shareholders (for foreign partly-owned factories) as well as to identify their
foreign competitors in the current market. Günther, Jindra, and Stephan (2009) used
IWH FDI Micro-database to study knowledge transfer between FDI and the host
countries by investigating the extent and determinant of FDI linkages. The database
has been used widely in literature studying FDI impacts; I thus use a set of question
scale from the IWH FDI survey questionnaires to measure our variable “Hor_Link”.
The scale is shown in Appendix A.

Vertical Spillover variable (Back_Link & Forw_Link): The participants were
asked to identify the number of business relationship with their suppliers and
customers, and the reliance on assistance or resources provided by these business
partners. The scales are adapted from Perri et al. (2013) and Coviello and Yli-Renko
(2016). Perri et al. (2013) study FDI spillover effects by measuring the quality of
vertical linkages. Their survey first asked the firms’ manager to identify three most
important foreign customers and three most important foreign suppliers. Then the
respondents were asked to provide information about the extent of adaptation with
each relationship based on a Likert-scale. Finally, the participants were asked to
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indicate several different functional areas such as “chief executives, the
administration, the purchasing department, the sales department, the production
department (technical staff), and the R&D department”, that their firms are involved
directly with the foreign partners. They added that the items capture the mechanisms
to understand learning and spillovers since the scale captures the extent to which the
backward or forward linkages go beyond arm’s-length character. Strong mutual
interaction and adaption in the business area denote that firms pay attention to and
have a chance to learn from their partners. Based on their context, we found two sets
of Likert-scale from Coviello and Yli-Renko (2016) to be a good match for testing
vertical linkages since I could not access Perri’s original questionnaire. The first scale
tests communication intensity. The term refers to “the extent to which the customers
and the entrepreneur openly share valuable information about issues such as planning,
capacity utilization, technology, or financial aspects”. The second scale measures
cooperative competency which includes: trust, communication, and coordination
between the two parties. The questions and scales are shown in Appendix A.

Awareness variable (Awn): The respondents were asked to indicate how much
information or knowledge have they gained from their foreign shareholders, foreign
competitors, suppliers, and customers.

The indicators include items regarding

awareness about the manufacturing process, R&D activities, developments of new
products, as well as the end-users’ requirements. I use two scales from Coviello and
Yli-Renko (2016) to test this variable. The first scale measures “process information
acquisition” which refers to ‘the quantity of information acquired from other
participants in a new product alliance relating to the techniques and procedures used
to develop new products’. The second scale measures “product information acquisition”
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which indicates ‘the quantity of information relating to, for example, new product
components, features, and specifications acquired from other participants in a new
product alliance’. The scales are shown in Appendix A.

Motivation variable (Motivation): A local firm with a learning orientation is more
motivated to learn new knowledge from foreign businesses than those who do not have
the same direction. Learning orientation drives firms to understand what types of
information is gathered, and how it is translated, analysed, and shared (Calantone et
al., 2002). In this study, two components of learning orientation are used to measure
the variable “Motivation”: commitment to learning, and open-mindedness. The former
refers to the degree to which a unit engage in learning, and open-mindedness is a firm’s
willingness to be amenable to new ideas. The two 7-point Likert scales were used by
Calantone et al. (2002). The scales are shown in Appendix A.

Absorptive Capacity variable (ACAP): As mentioned in Chapter 3, there are four
dimensions to measure ACAP, namely, acquisition, assimilation, transformation, and
exploitation. Thus, ACAP, the mediator, was measured by asking the participants
about their abilities in acquiring, assimilating, transforming, and exploiting the newly
sourced knowledge. The scale is adopted from Yam et al. (2011).

Export Performance variable (Exp_Perf): The interviewees were asked to indicate
their firms’ export performance on profitability, the volume of export, sale growth, as
well as to compare their export venture to that of their main foreign competitor. The
7-point Likert scales were used by Zou et al. (1998), and Morgan et al. (2012).
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The questions for each scale, together with their sources, are given in Appendix A.

Control variables: Following previous literature on FDI spillovers (Giroud & ScottKennel, 2009; Hallin & Holmström Lind, 2012; Perri et al., 2013, et cetera) and the
accessibility of the available data, I control for four firm-level characteristics. First, I
control for firm size, measured by number of employees, which was taken into
consideration due to the assumption that large companies have more resources than
the smaller ones (Barkema & Vermeulen, 1998). This indicates that larger firms have
greater capabilities to acquire and utilise knowledge diffused by FDI in their local
market. The second control variable is firm age, the number of years a firm has been
in operation, this was included to taken into account the assumption that the length of
time is impacting the degree of embeddedness of the business relationship (Hallin &
Holmström Lind, 2012). The third control variable is firm ownership to capture
country-specific effects (Jindra, Giroud, & Scott-Kennel, 2009). I introduce two
ownership-dummies by splitting the firms into three groups: Cambodia-wholly owned
(Dum_Ownership1), Cambodia-China owned (Dum_Ownership2), and CambodiaNonChina owned is the based group. Finally, I account for industry-specific effects
(Perri et al., 2013) as well as doing the robustness check, by employing industry
dummies: Dum_Type if the firm belongs to the garment and footwear industry, and I
use firm belonging to the other light industry (electrics and electronics, and vehicle’s
parts) as the based group. I control for industry type because there are more Mainland
Chinese FDI in the garment and footwear sectors, and the FDI in the other light
industry mainly come from more developed countries such as Korea and Japan.
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Chapter 6. Results

6.1Sampling and Respondent Characteristics

A final total of 93 quantitative questionnaires were collected and 7 qualitative
interviews conducted. With reference to Table 5, the sample mainly consists of
medium and large-sized factories which have been established for an average of 8
years. With respect to firm’s size, 1% of the respondent factories are small sized,
defined as employing less than 50 workers; about 13% are medium-sized firms,
employing between 50 to 249 employees, and around 86% are large-sized firms
defined as having more than 250 workers. With respect to factory type, there are 55
garment and footwear factories participating in the survey, and 38 firms belonging to
other light manufacturing industries such as vehicle parts, electronics, and electric
parts factories. With respect to ownership type, there are 57 Cambodian-wholly owned
firms, 8 China-Cambodia owned, and 28 non-China-Cambodia owned factories
(Taiwan, Hong Kong, Japan, Korea, et cetera). With respect to the respondent
characteristics, the respondents are all in senior management roles namely, Chief
Executive Officer (CEO), Chief Information Officer (CIO), Human Resource
Manager (HRM), and the qualitative respondents included a number of industry
experts.
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Table 5 Surveyed Firms' Characteristics
Firm’s Characteristics

Mean

Minimum

Maximum

Age

8.34

1

20

Size

723

15

5850

No. of Firms
55

No. of Firms
57

38

Firm’ Ownership
Cambodian wholly owned
firms
China-Cambodia owned firms

28

93

Non-China-Cambodia owned
firms
Total

Firm’ Ownership
Cambodian wholly owned
firms
China-Cambodia owned firms
Non-China-Cambodia owned
firms

No. of Firms
1

Quantitative Survey:
Firm’s Types
Garment and Footwear factories
Other
light
factories

manufacturing

Total:

8

93

Qualitative Survey:
Firm’s Types
Garment and Footwear factories

No. of Firms
4

GMAC’s Representative
Expert of Light Industry

1
2

Total:

7

3
0

6.2Statistic Test of Common Method Bias

Due to the concern that common method bias could be an issue in this study given that
all the variables were collected from the same source or respondents, appropriate tests
were conducted. First, I used the SPSS software package to perform Harman’s onefactor test (Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). According to the
traditional technique, I loaded all of the variables into an exploratory factor analysis
(EFA) and studied the unrotated factor solution to check the number of factors which
are necessary to account for the variance in the variables (Andersson & Bateman, 1997;
Aulakh & Gencturk, 2000; Greene & Organ, 1973; Organ & Greene, 1981
Schriesheim, 1979). If common method bias is a problem in the data, either a single
factor will emerge from the factor analysis or one general factor will account for the
81

majority of the covariance among the measures (Podsakoff et al., 2003). Table 6 shows
that only one single factor explains a minority of the explained variance (26%), which
is much lower than the cut-off value of 50% (Höber, 2017, p.101). Additionally, I used
the Amos software package to perform another test, common latent factor (CLF) to
test for common method bias. I added a common latent factor to a model with all of
our latent variables including their indicators. The standardized regression weights of
the two models, one with and another without the CLF, were compared. If the
difference is not greater than 0.2, the data is not biased (Höber, 2017, p.101). Table 7
shows that there are only three indicators which have differences greater than 0.2,
Mot3 (0.283), Mot4 (0.317), and Cap11 (0.217); thus, common method bias is not a
serious problem in this study.

Table 6 Total Variance Explained

Extraction Method: Principle Component Analysis
SPSS Output
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Table 7 Common Latent Factor Test

Standardized Regression Weights

With CLF

Without CLF

Differences

Estimate

Estimate

With CLF – Without CLF

0.610
0.617
0.536
0.514
0.695
0.537
0.607
0.812
0.723
0.834
0.780

0.474
0.454
0.356
0.372
0.527
0.340
0.416
0.772
0.698
0.765
0.708

0.136
0.163
0.180
0.142
0.168
0.197
0.191
0.040
0.025
0.069
0.072

0.773
0.804
0.733
0.730
0.642
0.595
0.740
0.727
0.502
0.564

0.767
0.796
0.682
0.608
0.574
0.460
0.558
0.583
0.439
0.535

0.006
0.008
0.051
0.122
0.068
0.135
0.182
0.144
0.063
0.029

0.687
0.695
0.757
0.789
0.487
0.415
0.240
0.359

0.628
0.609
0.474
0.472
0.290
0.336
0.051
0.163

0.059
0.086
0.283
0.317
0.197
0.079
0.189
0.196

0.607
0.498
0.637
0.715
0.682
0.610
0.614
0.723
0.749
0.711
0.599
0.651
0.740
0.785

0.460
0.310
0.570
0.585
0.581
0.425
0.507
0.549
0.570
0.693
0.382
0.481
0.559
0.597

0.147
0.188
0.067
0.130
0.101
0.185
0.107
0.174
0.179
0.018
0.217
0.170
0.181
0.188

0.673
0.696
0.732
0.639
0.790
0.787
0.656
0.517
0.711

0.495
0.512
0.667
0.559
0.590
0.643
0.578
0.467
0.534

0.178
0.184
0.065
0.080
0.200
0.144
0.078
0.050
0.177

Linkages
Link1
Link2
Link3
Link4
Link5
Link6
Link7
Link8
Link9
Link10
Link11

Awareness
Awn1
Awn2
Awn3
Awn4
Awn5
Awn6
Awn7
Awn8
Awn9
Awn10

Motivation
Mot1
Mot2
Mot3
Mot4
Mot5
Mot6
Mot7
Mot8

Absorptive Capacities
Cap1
Cap2
Cap3
Cap4
Cap5
Cap6
Cap7
Cap8
Cap9
Cap10
Cap11
Cap12
Cap13
Cap14

Technological Capabilities
Tech1
Tech2
Tech3
Tech4
Tech5
Tech6
Tech7
Tech8
Tech9
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Tech10
Tech11
Tech12
Tech13
Tech14
Tech15
Tech16
Tech17
Tech18
Tech19
Tech20
Tech21
Tech22

0.611
0.561
0.573
0.498
0.381
0.709
0.633
0.524
0.580
0.607
0.651
0.603
0.697

0.423
0.374
0.376
0.360
0.211
0.553
0.470
0.332
0.380
0.454
0.478
0.421
0.593

0.188
0.187
0.197
0.138
0.170
0.156
0.163
0.192
0.200
0.153
0.173
0.182
0.104

0.616
0.707
0.555
0.477
0.706
0.842
0.862

0.599
0.606
0.509
0.433
0.568
0.689
0.684

0.017
0.101
0.046
0.044
0.138
0.153
0.178

Export Performance
Exp_Perf1
Exp_Perf2
Exp_Perf3
Exp_Perf4
ExpPerf5
ExpPerf6
ExpPerf7

6.3Construct Validity and Reliability
Construct validity examines systematic variance in an item coinciding with the target
construct (Davis, 1986). Construct validity is generally described “as the degree to
which a concept achieves theoretical and empirical meaning within the overall
structure of one theory or the degree to which the measures’ true score corresponds to
the conceptual variable that the measure is intended to operationalise” (Bagozzi, 1980;
Xie, 2008). Although the majority of the measurements of this study were used in the
previous studies, the indicators were translated to Cambodian language (Khmer), and
some new items were added to adapt to the particular context of this study. Thus, five
criteria are used to test in this study, namely content validity, the reliability of scales,
convergent validity, discriminant validity, and nomological validity.
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6.3.1 Content Validity

Content validity denotes the extent to which an item of a construct truly represents its
theoretical meanings (Srite, 2000). Content validity has two perspectives: theoretical
meaningfulness and observational meaningfulness of concepts. The former requires
each concept’s theoretical definition to sufficiently explain that concept and be based
on theory. The later examines the relationship between the theoretical concepts and
their measures; the measures are required to correspond to the underlying constructs.
Karahanna (1993) proposes that since content validity depends on researchers’
subjective rather than empirical judgment, it can be justified by testing how the scales
were measured and validated in previous studies.

To assure the content validity of the scales in this study, I adopted the definition and
item of the constructs from prior studies and the scales are confirmed by rich literature
review. The questionnaire was refined through interviews in the first round of data
gathering, where it is observed as easy to understand by fourteen managers in the pilot
study.

6.3.2 Reliability

Reliability analysis is an evaluation of the degree of internal consistency between
multiple measurements of constructs (Hair, Anderson, Tatham, & Black, 1998). The
principle of internal consistency is that the indicators of each scale should all measure
the same construct; therefore, they must be highly inter-correlated (Wong, 2010).
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There are two measurements to measure reliability, namely Cronbach’s alpha, and
construct reliability.

First, Cronbach’s alpha (ß) is the measurement of the internal consistency between
items within a scale. The value of Cronbach’s alpha should be equal to or higher than
0.70 to confirm the reliability of a measurement scale (Nunnally, 1978). All
measurement scales used in this study achieved a Cronbach’s alpha over 0.70,
indicating satisfactory reliability. Specifically, Table 8 provides the evidence of
reliability analysis for all the main constructs in this paper, including horizontal
linkages (ß=0.79), backward linkages (ß=0.89), forward linkages (ß =0.89), awareness
through horizontal linkages (ß=0.99), awareness through backward linkages (ß=0.85),
awareness through forward linkages (ß=0.89), motivation (ß=0.84), absorptive
capacity (ß=0.92), technological capability (ß=0.93), and export performance (ß=0.88).

Second, composite reliability or construct reliability (CR) defines how each item of
the scale corresponds to a common underlying construct (Spector, 1992). CR has
estimated on the criteria that the indicator’s estimated coefficient is significant on it
underlying factors (Nunnally, 1978). CR can be manually calculated as (Chau & Hu,
2001):
  

   

!
!      !

Where  is factor loadings. The recommended cut-off value of CR is 0.70. The
composite reliability value of the factors in the study are all above 0.70 as shown in
Table 8.
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6.3.3 Convergent Validity

Convergent validity can be justified by item reliability, construct composite reliability,
and average variance extracted (AVE) (Chau, 1997). Item reliability refers to the
amount of variance in a measure based on the construct rather than the error. It can be
achieved if items have significant factor loadings of 0.50 or greater (Hair, Anderson,
Tatham, & Black, 1995; Xie, 2008). Construct composite reliability is estimated “on
the criteria that the indicator’s pattern coefficient is significant on the underlying
factors” (Nunnally, 1978; Xie, 2008). The recommended value of construct composite
reliability is 0.70 or above. Average variance extracted or AVE denotes the amount of
variance in the items that is explained by the construct relative to the amount based on
measurement error (Xie, 2008). AVE can be manually calculated as (Fornell &
Larcker, 1981):
 


      !

When  is factor loadings. The cut-off value of AVE is recommended to be 0.50.

Table 8 shows that the value of factor loadings, composite reliability, and Cronbach’s
alpha for each variable are above the recommended level except the value of AVE.
According to Fornell and Larcker (1981), if AVE value is less than 0.5, but the
composite reliability (CR) value is higher than 0.6, the convergent validity of the
construct is still adequate. Table 8 shows that our lowest CR value is 0.76; thus, the
values of AVE are acceptable. As a result, all the value of factor loadings, composite
reliability (CR), Cronbach’s alpha, and average variance extracted (AVE) for each
variable indicate a good convergent validity.
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Table 8 Factor Loadings, Composite Reliability, Cronbach's Alpha, and AVE for the
Constructs
Construct
Horizontal Linkage
Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Backward Linkage

Standardised
Factor Loadings
0.99
1.00
0.96
0.99
0.55
0.86
0.79
0.48

Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Item9
Item10
Item11
Forward Linkage

0.57
0.66
0.62
0.44
0.56
0.74
0.78
0.83
0.77
0.61
0.66

Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Item9
Item10
Item11

0.61
0.61
0.53
0.51
0.68
0.52
0.58
0.84
0.76
0.82
0.78

Composite
Reliability

Cronbach’s
Alpha

AVE

0.76

0.79

0.49

0.80

0.89

0.33

0.86

0.89

0.40

0.80

0.89

0.32

0.87

0.84

0.47

Awareness
Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Item9
Item10
Motivation

0.77
0.79
0.74
0.73
0.63
0.63
0.77
0.75
0.47
0.54

Item1
Item2
Item3
Item4
Item5
Item6
Item7

0.74
0.74
0.72
0.79
0.65
0.57
0.58
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Absorptive Capacity
Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Item9
Item10
Item11
Item12
Item13
Item14

0.67
0.55
0.69
0.77
0.75
0.65
0.63
0.70
0.75
0.70
0.57
0.62
0.69
0.69

0.88

0.92

0.36

0.93

0.93

0.40

Technological Capabilities
Item1
Item2
Item3
Item4
Item5
Item6
Item7
Item8
Item9
Item10
Item11
Item12
Item13
Item14
Item15
Item16
Item17
Item18
Item19
Item20
Item21
Export Performance

0.70
0.68
0.71
0.61
0.74
0.77
0.66
0.70
0.64
0.64
0.53
0.60
0.54
0.39
0.71
0.72
0.65
0.71
0.56
0.61
0.55

Item1
Item2
Item3
Item4
Item5
Item6
Item7

0.71
0.81
0.68
0.70
0.61
0.78
0.80

0.40
0

0.40

0.80

0.88

0.41

6.3.4 Discriminant Validity

Discriminant validity indicates the degree to which the measures of distinct constructs
are different from each other (Hair et al., 1995; Xie, 2008). To examine discriminant
validity, the confidence interval test is performed to assess the discriminant validity
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between two scales of the questionnaire by calculating a confidence interval of plus or
minus two standard errors around the correlation between the factors, and determined
if the interval contains the value 1.0 (Anderson & Gerbing, 1988, and Jiang, Klein &
Crampton, 2000). If it does not contain 1.0, discriminant validity is demonstrated
(Anderson & Gerbing, 1988). To calculate confidence intervals of each pair of our
scales, I use bootstrapping procedure (Alarcón, Sánchez & De, 2015). Table 9 shows
that no range in the CI tests contains the value of 1.0, thus, it indicates a high degree
of discriminant validity in our data.

Table 9 Discriminant Validity- Confidence Interval

Dimensions
Hor_Link - Awn
Back_Link - Awn
Forw_Link - Awn
Awn - Motivation
Motivation - ACAP
Motivation - TCAP
ACAP - TCAP
TCAP – Export Performance

Lower Boundary

Higher Boundary

0.3849
0.2313
0.3272
0.1798
0.5947
0.5013
0.5167
0.2274

0.5972*
0.6749*
0.6430*
0.6623*
0.9152*
0.7499*
0.7333*
0.5609*

*Does not contain the value 1.0.

6.3.5 Nomological Validity

Nomological validity is Cronbach and Meehl’s concept of construct validity. They
claim that the proposed measures need to have a nomological network. The network
lawfully includes the theoretical framework for what the study is trying to measure, as
well as the empirical framework of how the study measures it, and specification of
how the theoretical framework is proved by the empirical data analysis (Cronbach &
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Meehl, 1955). In other words, nomological validity is achieved by the result of the
hypothesis examination in the study (Xie, 2008).

6.4 Assessment of Structural Model

After achieving the satisfaction of the construct models, the goodness-of-fit of the
whole model is tested by Confirmatory Factor Analysis (CFA) using AMOS software.
CFA provides a number of the model fit index, namely Chi-square/degree of freedom,
Normed Fit Index (NFI), Comparative Fit Index (CFI), Goodness-of-fit (GFI),
Adjusted GFI (AGFI), and Root Mean Square Error of Approximation (RMSEA). It
is claimed that the value of Chi-square/degree of freedom should be less than 2.0 to
justify good model fit (Carmines & McIver, 1981). NFI evaluates the model by
comparing the Chi-square value of the model to that of the null/independence model
(Bentler & Bonett, 1980). The null model is the worst case scenario since it identifies
that all measured variables are not correlated (Hooper, Coughlan, & Mullen, 2008).
Since NFI value ranges from 0 to 1, Bentler and Bonett (1980) suggest the cutoff NFI
value should be 0.90. CFI is a modified form of NFI. It interprets the model in the
same way as NFI, but CFI “does a good job of estimating model fit even in small
samples” (Tabachnick & Fidell, 2007) and using this method a value should be larger
than 0.90 for good model fit. GFI refers to “the proportion of observed covariance
explained by model-implied covariance.” (Xie, 2008). GFI should have a value greater
than 0.90 to indicate good model fit. AGFI adjusts GFI based on the degree of freedom
(Tabachnick & Fidell, 2007 cited in Hooper et al., 2008). The cutoff value of AGFI is
0.80. RMSEA implies how well the model with unknown but ideally chosen parameter
estimate would fit the population covariance matrix (Byrne, 1998). RMSEA should
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have a value below 0.10 to indicate good model fit. Table 10 reports all the model fit
indexes which are above the recommended cutoff value, indicating our six-factor
model fit the data well.
Table 10 Model Fit Index
Goodness-of-fit Measures
Chi-square/degree of freedom
Goodness-of-fit Index (GFI)
Adjusted Goodness-of-fit Index
(AGFI)
Normed Fix Index (NFI)
Comparative Fit Index (CFI)
Root Mean Square Error of
Approximation (RMSEA)

Recommended
Value
<=2.00
>=0.90
>=0.80

Measurement Value of
the Tested Model
10.579/8=1.32
0.96
0.91

>=0.90
>=0.90
<=0.10

0.96
0.98
0.06

6.5 Data Analysis
6.5.1 Descriptive Analysis

I calculate zero-order correlations of all the essential variables in our study to check
the interrelationships between the variables. Table 11 shows that the interrelationship
between the variables is not greater than 0.71, and the cutoff value for the correlation
coefficient is 0.85 ( Cui, Lui, & Guo, 2012). Thus, no variables are measuring the same
thing. Table 11shows mean, standard deviation, and zero-order correlations of all the
variables.
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Table 11 Mean, Standard Deviation, and Zero-order Correlations of all the Variables

6.5.2 Hypothesis Analysis

Most of our variables are measured using 7 point-Likert scales; I use the censored
regression model or the Tobit regression model to analyse the data. Tobit regression is
used to observe variables that satisfy only some restriction (in our case, the variables
are between 1 to 7).

With censored variables, Tobit regression estimates the

coefficient (B) more accurately than through linear regression (Long, 1997).

6.5.2.1 Linkages and Awareness
Test of the “Horizontal Linkage and Awareness through Horizontal Linkage”
Hypothesis

Based on our data, I study horizontal spillovers through foreign investments and
competition. To get more precise results, I divide awareness of new knowledge gained
through horizontal linkages into two parts by conducting two Tobit regressions. First,
I multiply the variable “knowledge gained through horizontal linkage” with a dummy
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variable “foreign investment”, in which the dummy variable has a value of 1 if the
factory has a Chinese foreign shareholder. Otherwise, it equals to 0. Second, the same
method is used with a dummy variable which equals to 1 if the interviewed factories
responded that their main foreign competitor is Chinese. Otherwise, it equals to 0. For
the first medium “Foreign investment”, Table 12 shows that exposure to foreign
investors has a significant positive impact on Cambodian factories’ awareness of new
knowledge (0.91 and 1.12, p<0.001). Thus, Hypothesis 1a, the greater the extent that
domestic firms are exposed to FDI through horizontal linkages in the form of foreign
investors, the more aware they will be of new methods and technologies, is supported.
Meanwhile hypothesis 1a’, the greater the extent that domestic firms are exposed to
FDI through horizontal linkages in the form of foreign competitors, the more aware
they will be of new methods and technologies, is not supported (p>0.05).
Table 12 Tobit Regression for the Effect of Horizontal Linkage and Awareness of New
Knowledge
Hypothesis 1a
DV: Awareness
Hor_link(Inv_China=0)

Coefficient
.91

t-statistic
8.34***

Hor_link(Inv_China=1)

1.12

10.74***

Hypothesis 1a’
Coefficient

t-statistic

-.071

-.80

.075

.93

Hor_link(Comp_China=0)
Hor_link(Comp_China=1)

.

Age

-.31

-1.56

-.002

-.17

Size

.00004

.35

.00004

.54

-.07

-.53

-.03

-.26

-2.39

-14.08***

0.67

3.35***

Dum_Type (Garment
Factories)
Dum_Ownership1
(Cambodia-wholly owned)
Dum_Ownership2
(Cambodia-China owned)
LR 
Pseudo 

80.93***

196.61***

.25

.61

*p<.05, **p<.01, ***p<.001
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Test of the “Vertical Linkage and Awareness through Backward and Forward
Linkage” Hypothesis

For vertical linkage, I study the effect both through backward (foreign customers) and
forward linkages (foreign suppliers). Since, the survey data shows that Cambodian
manufacturing factories only have non-Chinese customers (local Cambodian, EU, the
United States, Korea, Japan, et cetera), I do not have any dummy variables for this
value. Table 13 shows that Cambodian firms exposing to the foreign customers has a
significant positive impact on their own awareness of new knowledge from those
customers (0.51, p<0.001). Thus, Hypothesis 1b, the greater the extent that domestic
firms are exposed to FDI through backward linkages, the more aware they will be of
new methods and technologies, is supported. Also, garment factories gain more
awareness from their foreign buyers 0.37 times more than the other light
manufacturing firms.
I categorise a dummy variable which has a value of 1 if the respondents said their
major foreign supplier is Chinese. Otherwise, it equals to 0. Then I multiply the
dummy variable with “forward linkage” variable. The result shows that exposure to
foreign suppliers has a positive and significant impact on Cambodian firms’ awareness
of new knowledge (0.63 and 0.74, p<0.001). Thus, Hypothesis 1c is supported.
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Table 13 Tobit Regression for the Effect of Vertical Linkage and Awareness of New
Knowledge
Hypothesis 1b
DV: Awareness
Back_Link
Forw_Link (Supplier_China=0)
Forw_Link (Supplier_China=1)
Age
Size
Dum_Type (Garment Factories)
Dum_Ownership1 (Cambodiawholly owned)
Dum_Ownership2 (CambodiaChina owned)
LR 
Pseudo 

Coefficient

t-statistic

.51

4.94***

Hypothesis 1c
Coefficient

t-statistic
5.03***
6.58***
.08
.16
-.72
-.08
.18

-.12
-.00006
.37
-.04

-.80
-.59
2.42**
1.13

.63
.74
.001
.00001
-.10
.27

.26

.24

.09

35.90***
.15

60.55***
.25

*p<.05, **p<.01, ***p<.001

According to Table 12 and Table 13, Hypothesis 1d, which states that Cambodian
firms gain more awareness of new knowledge from Chinese FDI than non-Chinese
FDI, is also supported when the mediums are foreign investors (0.91 vs. 1.12, p<0.001),
and suppliers (0.74 vs. 0.63, p<0.001). However, I cannot apply the Hypothesis 1d to
“backward linkage” since Cambodian factories in our survey study do not have
Chinese customers.
6.5.2.2Awareness and Motivation
Test of the “Awareness and Motivation through Horizontal Linkage”. Following the
above method in categorizing the dummy variables, I divide awareness through
horizontal linkage into two regressions by multiplying the variable with the dummy
variables: foreign investment and foreign competition. Table 14 illustrates that
awareness of new knowledge from horizontal linkages has no significant impact on
Cambodian firms’ motivation to learn that knowledge (p>0.05). Thus, H2a and H2a’,
the more that domestic firms are aware of new methods and technologies through
horizontal linkages in the form of foreign investors and competitors, the more they are
motivated to learn that knowledge, are not supported.
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Table 14 Tobit Regression for the Effect of Awareness of New Knowledge on Motivation
to learn through horizontal linkage

Test of the “Awareness and Motivation through Vertical Linkage”. For the awareness
through backward linkage, Table 15 shows that Cambodian firms’ awareness of new
knowledge has no significant impact on their motivation to learn (LR Chi-Square=
11.54, p>0.05). Thus, Hypothesis 2b is not supported.
For the awareness through forward linkage, Table 15 demonstrates that awareness of
new knowledge from foreign suppliers has a positive and significant impact on
Cambodian firms’ motivation to learn (0.39 vs. 0.34, p<0.01). Thus, Hypothesis 2c is
supported. Moreover, garment firms gain less motivation to learn new knowledge than
the other light manufacturing factories by 0.35 time.
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Table 15 Tobit Regression for the Effect of Awareness and Motivation to Learn through
Vertical Linkages
Hypothesis 2b
DV: Motivation
Awn_Back
Awn_Forw (Supplier_China=0)
Awn_Forw (Supplier_China=1)
Age
Size
Dum_Type (Garment Factories)
Dum_Ownership1 (Cambodiawholly owned)
Dum_Ownership2 (CambodiaChina owned)
LR 
Pseudo 

Coefficient
.21

t-statistic
2.37*

Hypothesis 2c
Coefficient

t-statistic
3.79***
4.00***
-.21
1.37
-2.44*
.99
.34

-.006
.0001
-.39
.27

-.41
1.72*
-2.54*
1.64

.39
.34
-.003
.0001
-.35
.15

.20

.72

.09

11.54

21.12**

.06

.10

*p<.05, **p<.01, ***p<.001

Since the coefficients of the “Awareness” variable through non-Chinese suppliers is
different from that through Chinese suppliers in a very small volume, I conduct t-test
analysis to test the impact difference between the awareness of new knowledge
through non-Chinese and that of Chinese supplier on local firms’ motivation to learn.
Table 16 shows that the mean value of Chinese supplier (M=5.40) is higher than the
mean value of non-Chinese supplier (M=4.33), and the groups are significantly
different from each other (p<0.001).

Table 16 Independence t-test testing the impact difference in the groups of foreign suppliers
Group

Mean

Non-Chinese Supplier

4.33

Chinese Supplier

5.40

p-value
0.000

According to Table 16, Hypothesis 2d, which proposes that Cambodian factories are
more motivated to learn new knowledge from Chinese FDI than non-Chinese FDI, is
also supported for forward linkage, Cambodian firms are more motivated to learn from
Chinese suppliers than non-Chinese suppliers.
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Test of the relationship between Motivation, Absorptive Capacity, and Technological
Capability. Table 17 shows that domestic firms’ motivation to learn new knowledge
from FDI is positively related with their absorptive capacity (LR Chi-square=94.46,
p<0.001). Thus, Hypothesis 3 is supported. For hypothesis 4, the result shows that
absorptive capacity has positive relationship with firms’ technological capability (LR
Chi-square=73.93, p<0.001). Therefore, H4 is supported. The table also demonstrates
that local companies’ motivation to learn is positively related to their technological
capabilities (LR Chi-square=80.44, p<0.001). Thus, Hypothesis 5 is supported.

Table 17 Tobit Regression for Hypothesis 3, 4, and 5

Hypothesis 3
Coefficient

t-statistic

.73

10.77***

Motivation to ACAP

Hypothesis 4
Coefficient

t-statistic

.58

8.58***

ACAP to TCAP
Motivation to TCAP

Hypothesis 5
Coefficient

tstatistic

.59

9.26***
1.31

Age

-.004

-.45

.012

1.32

.012

Size

-.000

-.78

.000

.97

.00002

.21

.19

1.97

-.06

-.64

.10

1.08

.46

4.47***

-.17

-1.51

.39

3.87***

.71

3.98***

.00

.01

.53

3.10**

Dum_Type (Garment
Factories)
Dum_Ownership1
(Cambodia-wholly
owned)
Dum_Ownership2
(Cambodia-China
owned)
LR 
Pseudo 

96.46***
.47

73.93***
.41

*p<.05, **p<.01, ***p<.001

99

80.44***
.45

6.5.2.3 Examination of Mediating Effects

Figure 15 Panel A: Illustration of a direct effect. X affects Y. Panel B:
Illustration of a mediation design. X affects Y indirectly through M.
Source: Preacher and Hayes (2004)

To examine the extent of mediation for Motivation and ACAP over the relationship
between awareness of new knowledge and TCAP and between Motivation and TCAP,
I perform Preacher-Hayes bootstrap tests (Preacher & Hayes, 2004) in SPSS. Zhao,
Lynch, and Chen (2010) state that to establish mediation, the one and only requirement
is a significant indirect effect  , meaning the confidence interval does not include
0 in the bootstrap test. Zhao et al. (2010) propose the following note to see what type
of mediation or non-mediation is occurring in the study:
i.

If  is significant but c is not, there is an indirect-only mediation. 

ii. If  is not significant but c is, there is direct-only nonmediation.
iii. If neither  nor c is significant, you have no effect nonmediation.
iv. If both  and c are significant, determine the sign of   c from the
bootstrap output. If   c is positive, it is complementary mediation; if
 c is negative, it is competitive mediation.
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Test of the “Motivation is the Mediator” Hypothesis through Horizontal linkages.
Table 17 shows SPSS output from the bootstrap script test to see if motivation is a
mediator on the relationship between awareness (through horizontal) and TCAP. As
mentioned earlier, a mediating effect is established only if the bootstrap test of the
indirect effect (  ) is significant. The last model in Table 17 shows that the
confidence interval of the indirect effect of IV on DV through the proposed mediator
(ab paths) includes 0 (CI = [-0.1025 to 0.0665]) indicating  is insignificant. In the
fourth model, c path is significant (p<0.05); therefore, awareness through horizontal
has direct-only non-mediation, H6a is not supported.

Table 18 SPSS Output from Preacher and Hayes’s Bootstrap Script Test (Awn_hor)

DV= TCAP
IV= Awn_hor
M= Motivation
Control Variables: age, size, dummy_type,
dummy_own
Sample Size = 93

Level of Confidence for Confidence Interval: 95
Number of Bootstrap Resamples: 5000

IV to Mediator (a path)
se
.0613

t
-.5226

p
.0000

LLCI
-.1539

ULCI
.0898

Direct Effects of Mediator on DV (b path)
Coeff
Motivation
.6351

se
.0689

t
9.2207

p
.0000

LLCI
.4982

ULCI
.7720

Total Effect of IV on DV (c’ path)
Coeff
Awn_hor
-.0946

se
.0394

t
-2.3991

p
.0186

LLCI
-.1730

ULCI
-.0162

Direct Effect of IV on DV (c path)
Coeff
Awn_hor
-.1150

se
.0552

t
-2.0823

p
.0403

LLCI
-.2247

ULCI
-.0052

Motivation

Coeff
-.0320

Indirect Effect of IV on DV through Proposed Mediator (ab paths)
Effect
Boot se
Boot LLCI
Motivation
-.0203
.0425
-.1025
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Boot ULCI
.0665

Test of the “Motivation is the Mediator” Hypothesis through Backward linkages.
Table 18 shows that that the confidence interval of the indirect effect of IV on DV
through the proposed mediator (ab paths) does not include 0 (CI = [0.0059 to 0.2434])
indicating  is significant. c path is significant (p<0.05) and  c = 0.0241 > 0,
but c’ path is insignificant (p>0.05); therefore, motivation has a full mediating effect
on the relationship between awareness through backward linkages and firms’ TCAP.
Hypothesis H6b is supported.

A full mediation occurs where the direct effect c’ is insignificant, while the indirect
effect  is significant. This means that only the indirect effect through the mediator
exists, or the effect of the IV to DV is completely transmitted with help of another
variable M (Nitzl, Roldan, & Cepeda, 2016).

Nitzl et al. (2016) however caution: “in the case of small samples, a researcher has to
exercise some caution when talking about full mediation”. As Rucker, Preacher,
Tormala, and Petty (2011) propose, “the smaller the sample, the more likely mediation
(when present) is to be labelled full as opposed to partial because c’ is more easily
rendered nonsignificant” (p. 364).
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Table 19 SPSS Output from Preacher and Hayes’s Bootstrap Script Test (Awn_back)
Level of Confidence for Confidence Interval: 95
Number of Bootstrap Resamples: 5000

DV= TCAP
IV= Awn_Back
M= Motivation
Control Variables: age, size, dummy_type,
dummy_own
Sample Size = 93
IV to Mediator (a path)
se
.0906

t
2.1135

p
.0374

LLCI
.0114

ULCI
.3714

Direct Effects of Mediator on DV (b path)
Coeff
Motivation
.6231

se
.0721

t
8.6434

p
.0000

LLCI
.4798

ULCI
.7665

Total Effect of IV on DV (c’ path)
Coeff
Awn_back
.0830

se
.0624

t
1.3294

p
.1872

LLCI
-.0411

ULCI
.2072

Direct Effect of IV on DV (c path)
Coeff
Awn_back
.2023

se
.0828

t
2.4440

p
.0165

LLCI
.0378

ULCI
.3668

df2
86.0000

P
.0000

Motivation

Coeff
.1914

Indirect Effect of IV on DV through Proposed Mediator (ab paths)
Effect
Boot se
Boot LLCI
Motivation
.1193
.0614
.0059
Model Summary for DV Model
R-sq
.5202

MSE
.2071

F
15.5386

Boot ULCI
.2434
df1
6.0000

Test of the “Motivation is the Mediator” Hypothesis through Forward linkage. Table
19 shows that that the confidence interval of the indirect effect of IV on DV through
the proposed mediator (ab paths) does not include 0 (CI = [0.0914 to 0.3427])
indicating  is significant. c path is also significant (p<0.001) and  c = 0.0575
> 0, which indicates that a part of the effect of the IV on DV is mediated through M,
whereas IV still explains a part of DV that is independent of M (Nitzl et al., 2016).
Therefore, motivation has a complementary partial mediating effect on the relationship
between awareness through forward linkages and firms’ TCAP. Hypothesis H6c is
supported.
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Table 20 SPSS Output from Preacher and Hayes’s Bootstrap Script Test (Awn_forw)
Level of Confidence for Confidence Interval: 95
Number of Bootstrap Resamples: 5000

DV= TCAP
IV= Awn_forw
M= Motivation
Control Variables: age, size, dummy_type,
dummy_own
Sample Size = 93
IV to Mediator (a path)
se
.0814

t
3.8431

p
.0002

LLCI
.1510

ULCI
.4744

Direct Effects of Mediator on DV (b path)
Coeff
Motivation
.5828

se
.0748

t
7.7836

p
.0000

LLCI
.4333

ULCI
.7306

Total Effect of IV on DV (c’ path)
Coeff
Awn_forw
.1343

se
.0614

t
2.1891

p
.0313

LLCI
.0123

ULCI
.2563

Direct Effect of IV on DV (c path)
Coeff
Awn_forw
.3163

se
.0737

t
4.2947

p
.0000

LLCI
.1699

ULCI
.4627

df2
86.0000

P
.0000

Motivation

Coeff
.3127

Indirect Effect of IV on DV through Proposed Mediator (ab paths)
Effect
Boot se
Boot LLCI
Motivation
.1820
.0594
.0914
Model Summary for DV Model
R-sq
.5362

MSE
.2002

F
16.5681

Boot ULCI
.3427
df1
6.0000

Test of the “Absorptive Capacity is the Mediator” Hypothesis. Table 20 shows that
that the confidence interval of the indirect effect of IV on DV through Proposed
Mediator (ab paths) does not include 0 (CI = [0.1642 to 0.4581]) indicating  is
significant. c path is also significant (p<0.001) and  c = 0.1964 > 0; therefore,
ACAP has a complementary partial mediating effect on the relationship between
domestic firms’ motivation to learn new knowledge and their TCAP. Hypothesis H6c
is supported.
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Table 21 SPSS Output from Preacher and Hayes’s Bootstrap Script Test (ACAP)
DV= TCAP
IV= Motivation
M= ACAP
Control Variables: age, size, dummy_type,
dummy_own
Sample Size = 93

Level of Confidence for Confidence Interval: 95
Number of Bootstrap Resamples: 5000

IV to Mediator (a path)
se
.0758

t
10.3906

p
.0000

LLCI
.6367

ULCI
.9379

Direct Effects of Mediator on DV (b path)
Coeff
ACAP
.3872

se
.0914

t
4.2356

p
.0001

LLCI
.2055

ULCI
.5690

Total Effect of IV on DV (c’ path)
Coeff
Motivation
.3395

se
.0967

t
3.5097

p
.0007

LLCI
.1472

ULCI
.5317

Direct Effect of IV on DV (c path)
Coeff
Motivation
.6443

se
.0706

t
9.1236

p
.0000

LLCI
.5040

ULCI
.7847

df2
86.0000

P
.0000

Motivation

Coeff
.7873

Indirect Effect of IV on DV through Proposed Mediator (ab paths)
Effect
Boot se
Boot LLCI
ACAP
.3049
.0759
.1602

Boot ULCI
.4581

Model Summary for DV Model
R-sq
.5948

MSE
.1749

F
21.0433

df1
6.0000

6.5.2.4 Test of the “Technological Capabilities and Export Performance”
Table 21 demonstrates that the domestic firms’ technological capabilities have a
positive and significant relationship with their export performance (0.60, p<0.01).
When Cambodian firms’ TCAP changes by 1 unit, their export performance will
significantly increase by 0.60 unit. Thus, Hypothesis 7, technological capabilities are
positively related to export performance, is supported.
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Table 22 Technological capability and Export Performance

Table 23 Summary of Core Theoretical Ideas and Hypothesis in This Study
Core Theoretical Ideas
Exposure to FDI enhances local firms’ awareness of new
knowledge.

Hypothesis
1a

Result
Supported

1a’

Unsupported

1b
1c

Supported
Supported

1d

Supported

2a

Unsupported

2a’

Unsupported

2b
2c

Unsupported
Supported

Cambodian firms are more motivated to learn the new knowledge
from Chinese FDI than non-Chinese FDI.

2d

Supported

The greater the local firms are motivated to learn new
knowledge, the better their absorptive capacity.

3

Supported

The greater the local firms’ absorptive capacity, the better their
technological capability.

4

Supported

The greater the local firms are motivated to learn new
knowledge, the better their technological capability.

5

Supported

5’

Supported

Cambodian firms gain more awareness of the new knowledge
from Chinese FDI than non-Chinese FDI.
Local firms are more motivated to learn through their awareness
of new knowledge.

Absorptive capacity mediates the effect of local firms’
motivation to learn new knowledge and their technological
capability.
Motivation mediates the effect of local firms’ awareness of new
knowledge and their technological capability.

The better the local firms’ technological capability, the better
their export performance.
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6a

Unsupported

6a’
6b
6c

Unsupported
Supported
Supported

7

Supported

Chapter 7. Discussion
This chapter proceeds as follows. First, the findings of this study as provided above
are discussed more thoroughly in an attempt to highlight the major findings of the
project. Second, both theoretical and managerial implications are identified and major
advancements to the existing knowledge and practice are outlined. Finally, the
limitations of this research are pointed out alongside possible directions for future
studies.

7.1Findings

In this study, the underlying purpose is, using the AMC framework, to gain a better
understanding of antecedents of knowledge spillovers in South-South FDI in labourintensive industries, and to identify the outcomes of these knowledge spillovers. The
results have confirmed several of our hypotheses of this study, namely: (1) local firms’
gain awareness of new methods and technologies from exposure to FDI through both
horizontal and vertical linkages; (2) their awareness would help to increase their
motivation to learn that knowledge; (3) local firms’ motivation to learn new
knowledge would result in better absorptive capacity and technological capability; (4)
mediating roles exist on the relationships between the three components of the AMC
framework and domestic firms’ technological capabilities; and (5) firms’
technological capabilities yield positive impact on their export performance. These
findings will be discussed in detail as follows.
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7.1.1 Forms of FDI Linkages and Local Firms’ Awareness of New Methods and
Technologies

Foreign direct investment often enters a host country with a high profile. In such a
manner, the local firms usually aware of the foreign influences when there is a foreign
presence in their intra-industry (horizontal linkages) or inter-industry (vertical
linkages).

The findings show that the impact of horizontal linkages between foreign and domestic
firms on the latter’s awareness of new methods and technologies are positive and
significant through foreign investment. The results support the literature explaining
that when the FDI enters a market, its technologies or knowledge are exposed to the
local firms. The more existing studies point out the differences between the ability
level of FDI and that of the domestic companies. This provokes local firms' awareness
of the importance of the new knowledge they need to learn to compete effectively in
the global market (Cui et al., 2014). The domestic plants may then try to observe and
imitate the new information from FDI (Ben Hamida and Gugler, 2009; Blomström and
Kokko, 1998). This ‘demonstration effect’ is a medium for knowledge spillovers from
the foreign investors, including management briefings, team-work, consumer retention,
staffing plans, technologies, et cetera (Fu, 2012).

I find that the foreign competition from the ‘south’ may increase the indigenous
factories’ awareness of new knowledge but the statistical result is not significant. Our
respondents in the qualitative interviews also claimed that Cambodian factories’
technologies have increased rapidly in the past few years which leads to fast
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improvement in product quantity and quality (See Appendix B). This image may make
local Cambodian factories been seen as potential competitors by the foreign firms.

The statistical results also show that exposure to backward and forward linkages help
to increase Cambodian domestic firms’ awareness of new methods and knowledge.
The findings generally support the expectation that since the intermediate goods
supplied are specific to their production processes, foreign customers are likely to
provide the indigenous firms with training such as in-house educational centers, in
which this knowledge becomes a part of the ‘organizational memory’ (Samiee &
Walters, 1999). It would appear that the foreign firms in downstream sectors have a
high demand on product quality, so they usually provide local Cambodian factories
with short-term training or seminars on tailoring techniques and market requirements.
Our qualitative interviewees also stated that foreign suppliers would provide training
on machine operation to local firms when they bought new high-tech machinery.

The results also suggest that Cambodian firms gain more awareness of new knowledge
from Mainland Chinese FDI than developed-country FDI. The Northern firms are from
advanced-technology countries such as the United States, the EU, Hong Kong, Taiwan,
and Korea. Thus, they may operate in different market segments from Cambodian
factories, where they experience little direct contact with local firms, and thus reduces
their exposure to the domestic factories. With the level of institutional and cultural
similarity as well as closeness in technological and production preferences between
Cambodian factories and Mainland Chinese investors and suppliers, they are more
likely to operate in the same market segment where they may work closely together.
Meyer and Sinani (2009) also state that in developing countries, FDI from developing
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economies tends to operate in the same market segment as the local firms, while the
FDI from developed countries work in the more up-market segment as they employ
more capital-intensive methods of production.

In sum, when a firm is exposed to foreign-invested firms, it tends to gain awareness of
the FDI’s methods and technologies. Also, if the FDI source is also from the ‘south’,
it is likely to operate in the same market segment as the domestic firms, which allows
them to have a close business relationship. Hence, the domestic firms gain more
awareness of the FDI’s methods and technologies from South-South FDI.

7.1.2 Local Firms’ Awareness of New Methods and Technologies and Their
Motivation to Learn the Knowledge

The result is in alignment with the existing literature (Lall, 1978; Smarzynska, 2004;
Kubny and Voss, 2014) that can explain why forward linkage is an important channel
of motivation to learn from foreign to domestic firms in Cambodia. The local
Cambodian factories are responsible to source their own inputs or receive the
intermediate inputs from local subsidiaries. This close communication allows the
Cambodian firms to learn directly from the foreign suppliers. Also, the result shows
that Cambodian firms benefit more from knowledge spillovers through training and
technical staff’s visits provided by Mainland Chinese suppliers than the suppliers from
developed economies. The respondents in our qualitative interviews also stated that
the presence of Mainland Chinese FDI encourages Cambodian local firms to learn.
Mainland Chinese FDI is the main supplier for intermediate inputs. Since they are
quite concern about product quality and quantity, Cambodian domestic factories have
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incentive to improve their productivity through training provided by the Chinese FDI
(e.g. teaching new production process, introducing new marketing demand, or new
and low-price machineries et cetera…). Supporting the findings, Sachs, Woo, Fischer,
and Hughes (1994) find that investors from Hong Kong, Macau, and Taiwan tend to
bring more spillovers to Chinese’ firms than those from EU due to the fact that they
have a similar culture, production preferences, and geographic proximity. These
similarities allow the FDI and local firms to operate in similar production processes.
The frequent interactions between both parties may induce the indigenous firms to
learn the new appropriate information for their own development.

The statistical results do not find that the local factories in Cambodia are significantly
motivated to learn technologies or methods from horizontal and backward linkages.
This may reflect the fact that although foreign investors provide the domestic plants
with assistance, it may only be necessary if the local firms do not already operate to a
sufficient standard. Furthermore, local Cambodian factories in these sectors are only
responsible for lower production processes such as cut-make-trim, which by its nature
does not require high skills, they hence may just target the current customer demand.
Another possible explanation is that Cambodian garment sector has been serving the
same foreign customers (the United States, EU et cetera) for more than two decades.
They have exposed to the same system of knowledge and production practices in the
upstream sector, which they have already mastered. Zhang, Li, Li, and Zhou (2010)
state that exposure to the same “systems of technologies, management practices, and
cultural values brought by foreign firms” decreases the possibility for FDI spillovers.
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In sum, the results show that the necessity and appropriateness of knowledge,
similarities in cultures, and preference structures may lead to Cambodian firms being
motivated to learn the knowledge spillovers from their foreign suppliers, mainly from
Mainland Chinese sellers.

7.1.3 Mediating Effects and Technological Capability

The current pattern of findings supports that, through vertical linkages, the three
elements of the AMC framework have significant interaction roles to explain
knowledge spillovers’ impact on firms’ technological capabilities. The results show
that local firms’ motivation to learn new knowledge from their foreign customers and
suppliers acts as a mediator on the relationship between their awareness of new
knowledge and technological capabilities.

The statistical results show that through backward linkages, motivation of local firms
has a full mediating effect on the relationship between their awareness of new
knowledge and technological capabilities. Technically speaking, the awareness can
contribute its influence on technological capabilities only under a certain condition of
the mediator, motivation. Committing to learning and having open-mindedness to
criticism (customer demand) induce producers to try to improve their own abilities to
increase product quality. Even though through backward linkages, local firms’
awareness of new knowledge does not necessarily lead to motivation to learn the
knowledge, their awareness can increase their technological capabilities when they
have a learning attitude or actively seek to make improvements.
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When a domestic firm is exposed to more advanced FDI production processes through
forward linkages, they may be motivated to learn the new information in order to
narrow the competency gap. This may be the incentive motivating them to try to adopt
the innovation that allows them to accumulate enough knowledge or information
helping to increase their own technological capabilities. Therefore, our results find that
local firms’ awareness of knowledge spillovers increases their technological
capabilities exclusively through their motivation to learn the new knowledge in the
forward linkages.
Additionally, while knowledge spillovers from external source can contribute to a
local firms’ technological capabilities, the unit cannot assimilate and make use of the
knowledge if it has a low level of ability to absorb the information. Motivation to learn
new knowledge may influence technological capabilities as an antecedent, through the
dynamic development of absorptive capacities. In other words, firms that have been
motivated to learn from FDI may acquire greater absorptive capacity. Thereby, they
are likely to be faster in creating necessary technological capabilities than others.
Absorptive capacity hence has a mediating effect between the relationship between
local firms’ motivation to learn from FDI and the improvement of their technological
capabilities, as the statistical results suggest.
Furthermore, the results indicate that Cambodian-wholly owned firms have a lower
ability to improve their technological capabilities comparing to firms with other types
of firms’ ownership (Cambodia-China owned and Cambodia-Non-China owned firms).
This may be due to the fact that factories that have been invested by foreign investors
have assistance from the parent headquarters in terms of (1) access to business
networks, (2) access to finance, and (3) product quality upgrading (Görg, Holger; Gold,
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Robert; Hanley, Aoife; Seric, 2017).
The results underscore our main point that ‘South’ origin investment is more beneficial
than that from the North to Southern host countries, which has previously been found
in studies such as Agyei-Holmes (2016), Amsden (1983), Atta-Ankomah (2014),
Demir and Hu (2016), Lall (2000), and Xu et al. (2016). Dahi and Demir (2017) for
example have proposed that “learning costs and adaptive capabilities” may be
obstacles for technology adaptation and restrict the ability of ‘South’ companies to
choose the best knowledge available from the North. They added that “the greater the
gap in tacit technological knowledge required in the production processes, the smaller
the possibility for technological acquisition and knowledge growth”. Given the
similarities in technological development, our results tend to confirm that South-South
FDI allows for easier knowledge spillovers. In other words, Cambodian domestic
factories gain more spillovers from foreign investors, customers, and suppliers coming
from Mainland China than those from developed countries.

Our qualitative interviews with the factories’ managers and the field experts suggested
that the knowledge spillovers were gained in terms of managerial, organizational
know-how, marketing strategies, product preference, and some low-level technical
know-how instead of advanced technologies as both garment and the other light
manufacturing factories in Cambodia still depend heavily on human labor, working on
lowest levels of production such as garment cut-make-trim production or low-end
electronics and automobile parts manufacturing. The domestic factories have applied
these knowledge spillovers to upgrade their technological capabilities, which leads to
improvement of product quality as well as their export performance.
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7.1.4 Technological Capability and Export Performance of Local Firms

The results of the analysis show that technological capabilities, expressed in term of
technical, managerial, organisational, and marketing capabilities, positively influence
the Cambodian firms’ export performance. This reflects the fact that to compete in
global markets calls for firms with proactive and aggressive technological capabilities.
A firm’s technological capabilities are expected to play a vital role in achieving a
higher level of international performance and firms without the necessary capabilities
are unable to build higher levels of export sales. For instance, the relations with
different firms such as foreign-invested companies have enabled Cambodian firms to
obtain capabilities which allow them to improve their competitive advantages in the
global market. The respondents in our qualitative interviews also stated that FDI
presence has help them to improve their technical, management, marketing skills et
cetera, which allow them to increase their product quality standard for export. The
positive relation between firms’ technological capabilities and its export performance
has been previously supported by various literature (Flor & Oltra, 2005; Gunday,
Ulusoy, Kilic & Alpkan, 2011; Nassimbeni, 2001).

To recap the resuls then, exposure to FDI leads domestic firms to be aware of the new
methods and technologies which may induce them to learn the information. Also, firms
with intention to learn are able to improve their technological capabilities based on the
knowledge they became aware of from FDI. Moreover, with adequate levels of
absorptive capacity, they can utilise the knowledge to successfully develop their
technological capabilities. The capabilities enable the firms to meet the demand of
their changing domestic and global markets which favours their export performance.
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The results indicate that the findings are applicable across a wide range of companies
and that firm age, size, and factory type do not have any significant differentiating
influence on the knowledge spillover phenomena. However, firm ownership type does
have a significant impact in that Cambodia-Foreign joined-venture firms are more
capable of exploiting FDI knowledge spillovers to develop their technological
capabilities than the Cambodian-wholly owned firms. Another point to consider is
that knowledge spillovers guarantee the greatest positive and significant impacts on
local firms when they have a moderate competency gap comparing to that of their FDI
partners.

7.2Implications of This Study
This study has theoretical implications which enhance the knowledge spillovers
literature and have consequences for the further use of the AMC model. Additionally,
there are a number of managerial implications for both recipients and sources of FDI
into developing countries.

7.2.1 Theoretical Implications

Several theoretical implications can be derived from this study. First, the AwarenessMotivation-Capability model can successfully be applied to the study of FDI spillovers
effects. This study enlarges the range of this framework’s application from previous
literature’s primary focus on inter-firm rivalry and competitive catch-up studies (Chen,
1996; Chen, Su, & Tsai, 2007; Cui, Meyer, & Hu, 2014). The model provides a refined
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framework of knowledge spillover effects by proposing three antecedents that
concisely explain the behavioural response of domestic firms toward potential FDI
knowledge spillovers. The study advances this promising theoretical perspective by
illustrating the significance of the relationships among the three elements with
domestic firms’ technological capabilities, as well as a central role of motivation and
absorptive capacities in mediating the ‘awareness’ and ‘motivation’ effects on
technological capabilities, respectively.

Second, local firms’ motivation to learn new methods and knowledge is influenced by
their exposure to foreign-invested firms. Having foreign participants in their industry,
leads domestic firms to have increased awareness of the strategic needs of firms and
opportunities to narrow the competence gap. Highly motivated firms make greater
efforts to learn the knowledge necessary for developing their capabilities. Local firms
that have invested in learning are capable of exploiting the new information for their
technological capabilities. Also, firms need to have enough absorptive capacity so that
they can use the knowledge they have learned to combine with their existing
information for establishing benefits. Since learning is time-consuming, other
researchers can use panel or time-series data to analyse these causal relationships.

Third, this study shows that there is no knowledge spillovers effect from foreign
competition. This may be because when the foreign competitors feel threatened by the
local firms, they will prevent their knowledge diffusion. Since our study is based on
cross-sectional data, other researchers can apply panel or time series data to study this
competition effect; due to the suggestion in the long run when the indigenous firms

117

manage to catch up with the competition, there will be spillover effects (Konings,
2000).

Fourth, Mainland Chinese FDI generates a higher level of knowledge spillovers to
Cambodian firms than the previous literature would have expected from South-South
FDI. North-South investment is supposed to produce more spillovers as there is more
knowledge to learn from the FDI. The possible explanation for why South FDI
outweighs the benefits of the North’s higher level of technologies is that the Southern
FDI are investing with knowledge that is more appropriate to the domestic conditions.
In addition, Dahi and Demir (2017) claimed that foreign direct investment even if they
are from developing countries, their technologies and knowledge are still more
superior than those of host countries in the South. Spillovers happen best when the
knowledge gap between host and home country is moderate. The local plants would
be more motivated to learn that knowledge since they believe that the information is
adaptable and will help them to develop efficiently.

Finally, a firm’s technological capabilities have a positive influence on its export
performance. A firm’s technological capabilities are crucial in providing and
sustaining its competitive advantage in the global market. The capability to quickly
introduce new products and to adopt innovations has become essential in order for a
firm to maintain its international position. I find there is a positive and significant
relationship between firms’ total improvement of technological capabilities and their
export performance. Other researchers can study the impacts of technological
capabilities on other firm performance such as economic, innovative, and investment
performance.
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These findings to the theoretical model can be used to help researchers to understand
better how knowledge spillovers are diffused from foreign direct investments to host
countries via all possible networking channels. I hope that this study helps in bridging
the literature gap that currently exists between FDI impacts and domestic firms’
capability development, especially in the case of South-South FDI.

7.2.2 Managerial Implications

The findings of this study also highlight several possible interesting practical
directions for current practitioners. First, the findings imply the need for practitioners
in less-developed economies to grasp learning opportunities from developing-country
FDI actively. With more appropriate knowledge and similar business practices,
domestic firms would find the new methods and technologies from South FDI more
suitable and adaptable. Upgrading technology to the South FDI level would be less
risky, and more beneficial to the local plants. While it may appear to many firms in
developing countries that seeking knowledge and trying to apply technologies of firms
from more developed countries could be the fastest route to technological development,
our results indicate that most learning and higher levels of technological skills accrue
to developing country firms that form deeper relationships with FDI partners from
other ‘South’ based source countries.

In addition, the market trend is rapidly changing, so practitioners should invest more
in learning to keep up with the evolving competition. This study confirms that
learning-orientated firms have established learning ability, experience, and have
accumulated knowledge that comes in useful in learning new information. In other
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words, they have established strong absorptive capacity through their accumulated
knowledge. Firms that acquire a high level of absorptive capacity are enabled to adjust
quickly to new technological innovations. This capacity helps the firms to maintain or
even improve their technological capabiities which the study shows has a direct
connection to their export performance.

China has tremendously increased its outward direct investment in recent years; within
the host countries the prevalence of Chinese investment has raised many concerns with
respect to the crowding out of local competition. This study demonstrates however
that it is possible for local firms in these developing countries to learn from the Chinese
investment and to improve their own technological and export performance as a result.
It is crucial for governments and business organisations to learn how Chinese FDI
impacts the host countries, so that they can develop policies to cope with China’s
investment and to generate more benefits from it.

This study also suggests how FDI impacts the development of local firms’
productivities. Foreign investors can use this study as a roadmap to help to promote
the host countries’ ability so as to increase the input or product quality leading to better
export performance for both countries.

From a different perspective, when the

productivity of domestic companies increases, so does the labour cost, and the host
countries can become potential competitors to the FDI. Using the framework in this
study, foreign investors can create strategies or methods to prevent knowledge from
diffusing to the local firms.
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Based on the findings, policy makers in Cambodia should pay special attention to the
rules and regulations that are attractive and friendly to foreign direct investment. The
government should enact policies that encourage inward FDI such as removing
restrictions against foreign trade and investment, promoting physical infrastructure, as
well as maintaining political stability. In addition, human capital should not be
neglected. In our study, domestic firms’ absorptive capacity has been shown to be a
key factor enabling the local companies to absorb new methods and technologies from
foreign firms. It must be cultivated to take full benefits from FDI.

7.3Limitations

Although this research produces meaningful and interesting findings, the study has its
limitations. First, for a number of practical reasons I surveyed firms from only the
capital city and a few nearby provinces, so there might be sample selection bias. Even
though these cities are where the bulk of the relevant industry production takes place,
the results would be better and the sample would have been larger if the interviews
had also been conducted in other areas.

Second, due to the limitation of data that I can access, I measure export performance
on profitability, the volume of export in percentages, sale growth, and by comparing
firms’ export volume to that of their main foreign competitor. It would be better if this
variable is measured by the exact volume of exports, however the initial stage of
interviewing indicated that firms were unwilling to divulge this information. Similarly,
the results would be more precise if horizontal and vertical linkages could have been
measured by foreign investors’ total equity and output in the industry. I hope to use
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this proposed method if the data availability in the studied country is permitted in the
future.

Third, the garment industry in developing countries has a unique supply chain as the
majority of domestic factories, along with many thousands of home-workers, are
subcontractors to foreign firms. In the subcontracting relationship, domestic firms
receive raw materials or inter-mediate inputs from foreign firms that are local
subsidiaries to the global buyers then return the assembled garments to the foreign
firms. These foreign firms can therefore act as both suppliers and buyers to the
domestic plants. In future research studies, researchers should distinguish between
backward, forward, and subcontracting linkages in order to analyze the knowledge
spillover effects that come from this particular form of FDI linkage.

Fourth, I cannot access data for analysing spillovers through labour turnover effects. I
hope to collect more comprehensive data to study on knowledge spillovers in
horizontal linkages through each of the three mediums in future research.

Fifth, this study uses cross-sectional data. Although the framework developed from
the theory indicates a specific relationship, the causality is better to be confirmed by
longitudinal research design. Learning is a dynamic phenomenon, so its effects might
not be well-demonstrated in cross-sectional research. A panel study would be more
beneficial to prove the directionality of the relationships studied (Douglas & Judge,
2001; Xie, 2008).
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Finally, although the direction of the AMC model in the thesis has been supported, I
have recognized the possibility of potential reverse causalities between awareness,
motivation, absorptive capacity, and technological capabilities as these are also logical
occurrences. Future researchers should also consider the possibility of these reverse
causalities.

7.4Future Research Directions

Conducting this study has revealed a number of paths for future research. First,
although there are substantial difficulties in gaining access to firms and secondary data
sources are unavailable or unreliable, there needs to be more studies conducted on
Cambodia and other countries like it (Laos, Myanmar et cetera) which are receiving
an increasing amount of inward FDI. These countries are becoming increasingly
important members of global supply chains and to date relatively little is known about
firm behavior within them.

This study has expanded the use of the AMC framework into a fairly new research
application, and the framework has proven robust in terms of conceiving and
explaining relationships in this research context.

Further studies based on the

framework may be conducted and consideration of its use further expanded.

Furthermore, it appears that outward Chinese FDI is likely to continue and indeed there
has been a surge of South-South investment more generally in recent years. Most
existing studies of this phenomenon have focused on the macro issues regarding the
impact such investment has had on the overall economic development of both the host
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and home countries. This study has revealed that there is an absence of research at the
micro level and further studies of how incoming developing country FDI impacts the
business activities of local firms in the recipient nations could be extended into many
operational fields including management, finance, marketing et cetera.

Finally, future research could also take a different perspective on the impact of FDI.
Most previous literature, along with this study, have quite thoroughly investigated
spillover effects on host countries and focus on how and what foreign firms bring or
not bring to domestic firms. However, there are fewer studies looking at the issue of
how and what the foreign firms receive and the benefits and risks they face in entering
into developing countries in particular. More investigation should be conducted on the
impacts of outward foreign direct investment on the home countries so that more
policies can be created for balancing benefits for both parties.
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APPENDIX A. Measurement Items in the Quantitative Interviews
The questionnaire uses 7-point Likert scales ranging as: 1= “Strongly Disagree”, 2=
“Mostly Disagree”, 3= “Somewhat Disagree”, 4= “Don’t Know”, 5= “Somewhat
Agree”, 6= “Mostly Agree”, and 7 = “Strongly Agree”.
Constructs

Measurement Items

Study

Horizontal Linkages
Demonstration Effect:

Competition Effect:

•Nationality of your firm’s foreign shareholder (If joinventure), percentage of shareholding, and duration of
investment.
•You get ideas on how to compete from them.
•They provide ideas/inspirations for new products
•You try to meet their product standards.

IWH-FDIMicroDatabase
Self-develop

•Nationalities of your major foreign competitor in your
market.
•You get ideas on how to compete from them.
•They provide ideas/in and designs.
•You try to follow what they are doing.
•Inspirations for new products and designs.
•You try to follow what they are doing.
•You try to meet their product standards.
Vertical Spillovers

Awareness

•Nationality of your firm’s major foreign customer/supplier,
percentage of total sale/buy to/from them, and duration of
coorperation.

Perri et al.
(2013)

•You share information with the customers on your planning,
capacity utilization, or investment.
•They provide technical, engineering, or other information
which has allowed you to make changes in your
manufacturing or service-delivery process.
•They have provided information about how to increase the
overall quality of your products/services.
•You have exchanged cost data with them.
•They have exchanged information about how you can lower
your costs.
•You trust that confidential information shared with them will
be kept strictly confidential.
•They inform you of changing project needs.
•They provide you with adequate information.
•They provide you with timely information.
•They share proprietary information with us.
•They provide information that would help us.

Coviello and
Yli-Renko
(2016)

Please indicate the extent to which you agree that you gain the
below information from your foreign shareholder, major foreign
competitor, customer, and supplier:
•Information about new manufacturing processes.
•Insights into new ways to approach product development.
•Information about new ways of combining manufacturing
activities.
•Information about key tasks involved in the production
process.
•Information into new ways to streamline existing
manufacturing processes.
•Information about their R&D projects.

Coviello and
Yli-Renko
(2016)

133

•Research findings related to the development of new
products.
•Information about key product specifications.
•Information about end-user requirements.
•Information about competitors’ technology.
Motivation
Commitment to
Learning:

Open-Mindedness:

Absorptive Capacity
Acquisition:

Assimilation:

Transformation:

Exploitation:

•Managers basically agree that our organisation ’s ability
learn is the key to our competitive advantage.
•The basic values of this organisation include learning as key
to improvement.
•The sense around here is that employee learning is an
investment, not an expense.
•Learning in my organisation is seen as a key commodity
necessary to guarantee organisational survival.

Calantone et
al. (2002)

•We are not afraid to reflect critically on the shared
assumptions we have made about our customers.
•Personnel in this enterprise realise that the very way they
perceive the marketplace must be continually questioned.
•We rarely collectively question our own bias about the way
we interpret customer information.*
•We continually judge the quality of our decisions and
activities taken over time.
•The search for relevant information concerning our industry
is every-day business in our company.
•Our management motivates the employees to use
information sources within our industry.
•Our management expects that the employees deal with
information beyond our industry.

Flatten,
Engelen,
Zahra, and
Brettel (2011)

•In our company ideas and concepts are communicated
across teams
•Our management emphasizes cross-team support to solve
problems.
•In our company, there is a quick information flow.
•Our management demands periodical cross-team meetings
to interchange new developments, problems, and
achievements.
•Our employees have the ability to structure and use
collected knowledge.
•Our employees are used to absorb new knowledge as well
as to prepare it for further purposes and making it available.
•Our employees successfully link existing knowledge with
new insights.
•Our employees are able to apply new knowledge in their
practical work.
•Our management supports the development of prototypes.
•Our company regularly reconsiders technologies and adapts
them in accordance with new knowledge.
•Our company has the ability to work more effectively by
adopting new technologies.

Technological
Capability
Technical Capability

•Your company has high quality and quick feedbacks from
manufacturing to design and engineering.
•Your company has good mechanisms for transferring
technology from research to product development.
•Your company has great extent of market and customer
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Yam, Lo,
Tang, and
Lau (2011)

feedback into technological innovation process.
Organisational
Capability

Marketing Capability

Managerial Capability

Export Performance

•Your company can handle multiple innovation projects in
parallel.
•Your company has good coordination and cooperation of
R&D, marketing and manufacturing department.
•Your company has high-level integration and control of the
major functions with the company.
•Our company has close relationship management with
major customers.
•Our company has good knowledge of different market
segments.
•Our company has highly efficient sales-force.
•Our company provides excellent after-sale services.
•We manage our human resources efficiently.
•We manage our project demands equally well.
•We manage our information systems efficiently.
•We manage various technology-related changes efficiently.
•We manage to satisfy most of our clients’ requirements.
•Our managers approach conflict resolution as an
opportunity for self-evaluation and continuous
improvement.
•Our managers are oriented toward adopting initiatives and
taking on risks.
•Our managers are not willing to accept major risks in new
projects.*
•Our managers accept and actively promote change.
•Our managers have acquired their skills both through
experience and through formal education.
•Our managers have acquired their management capabilities
in multinational companies or in international management
tasks.
•Our managers possess the capacity to manage with a global
outlook stemming from their multicultural understanding.
•Percentage of direct and indirect export.
Please indicate your agreement on the performance of your export
venture over the past year relative to that of your biggest foreign
competitors:
•Market share has grown.
•Sales revenue has grown.
•Acquiring new customers.
•Increasing sales to existing customers
Please indicate your agreement with the below statements on your
financial export performance:
•Has been very profitable.
•Has generated a high volume of sales.
•Has achieved rapid growth.
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Camisón
(2004)

Morgan,
Katsikeas,
and Vorhies
(2012)

Zou, Taylor,
and Osland,
(1998)

APPENDIX B. Qualitative Interview Results from Nvivo Software
Node Names (Sub Node)
FDI provide trainings

More China’s FDI spillovers
Equal positive impacts.
Main Chinese competitors
Motivated by China.
Increasing Technology.
Difficult in Survey
Not willing to participate in survey.
Do not provide any ideas on challenges in conducting
survey.
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Source
5
3
1
3
3
5
4
3
3

References
6
4
1
3
3
5
4
3
3

APPENDIX C. Questionnaire
Garment and Manufacturing Factory Survey Questionnaire 2017
This information is used for educational purpose only.

. GENERAL INFORMATION
Questionnaire Code:
1) Respondent’s Information

.1 Date of interview

.2 Respondent’s name

.3 Respondent Gender

1 = Female

2 = Male

.4 Respondent’s position title
.5 Respondent’s Telephone
.6 Respondent’s Email
2) Factory’s Information

.1 Factory name

.2 Factory’s Telephone

.3 Factory’s email
.4 Type of factory
1 = Garment

2 = Footwear

3 = Other, describe:

.5 Factory’s Address
3) Interview Situation (To be filled after the interview)

1 = Fully Finished
2 = Fully Refused
3

Type of Interview Result

= Seriously Refused

4

= Minor Refused
33 = Other, describe:

4) In what year did this establishment begin operations?

5) How many full-time employees work for this company
today?
6) What are your firm’s main product(s)?

137

Year:

7) In 2016, what percentage of your firm sale revenues were: Percentage
.1 Domestic Sales

%

.2 Indirect exports (sold domestically to third party then
exports the products)

%

.3 Direct export

%

Total

100 %

8) To what degree do your firm’s employees have previous experience working in
non-Cambodian firms?
Position

Where are most of
those firms come
from? (Country)

Scale

1=
0
%

2=
117
%

3=
1834
%

4=
3550
%

5=
5167
%

6=
6883
%

7=
84100
%

.1 Chairman(s)
.2 Manager(s)
.3 Skilled workers (e.g.,
single needle lockstitch
machines, flat lock machines
and over lock machines,
collar fixing, pocket
attachment and placket
making.)
.4 Semi-skilled workers
(e.g., packing, putting
straight seams and putting
bar tacking)
.5 Non-production workers
(e.g., administration,
accounting, sales)
ខ . INFORMATION ABOUT BUSINESS RELATIONSHIP BETWEEN THIS FACTORY
AND OTHER FACTORIES

9) Does your firm have one or more foreign shareholder(s)?

1 = Yes, one
2 = Yes, more than one

Foreign shareholder(s)

3

= No
33 = Other, describe:

THE BELOW QUESTIONS ARE ONLY FOR FACTORIES WITH FOREIGN
SHAREHOLDER (S )
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10)Please describe more about this foreign shareholder(s) as below:
.1 Headquarter Location of the Foreign
Shareholder(s)
Percentage of Shareholding
.3 Year Start to Invest in Your Firm
11) foreign shareholder” as above, indicate your agreement with the following
statements:
1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 You get ideas on how to compete from them.
.2 They provide ideas/inspirations for new products and
designs.
.3 You try to follow what they are doing.
.4 You try to meet their product standards.
1

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

Please indicate the extent to which you agree that you gain the following
types of information from your “foreign shareholders”.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 Information about new manufacturing processes
.2 Insights into new ways to approach product development.
.3 Information about new ways of combining
manufacturing activities.
.4 Information about key tasks involved in the production
process.
.5 Information into new ways to streamline existing
manufacturing processes.
.6 Information about their R&D projects.
.7 Research findings related to the development of new
products.
.8 Information about key product specifications.
.9 Information about end-user requirements.
.10 Information about competitors’ technology.

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

PLEASE ANSWER THE BELOW QUESTIONS RELATED TO YOUR MAJOR FOREIGN
COMPETITOR
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With regard to foreign firms operating here in Cambodia, from which
countries firms do you face the greatest competition? Please identify the 3
top foreign competitors:
Where do most of them come from? (Country)
.1
.2
.3
2

3

Please rate your agreement.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 Competition in our industry is cut-throat.
.2 There are many ‘promotion wars’ in our industry.
.3 Anything that one competitor can offer, others can match
readily.

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1
2
3
4
5
6 7
.4 Price competition is a hallmark of our industry.
1
2
3
4
5
6 7
.5 One hears of a new competitive move almost every day.
1
2
3
4
5
6 7
.6 Our competitors are relatively weak.
4 With reference to your foreign competitor above, indicate your agreement
with the following statements:

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 You get ideas on how to compete from them.
.2 They provide ideas/inspirations for new products and
designs.
.3 You try to follow what they are doing.
.4 You try to meet their product standards.

5

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

Please indicate the extent to which you agree that you gain the following
types of information from your “major foreign competitors”.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 Information about new manufacturing processes
.2 Insights into new ways to approach product development.
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1

2

3

4

5

6

7

1

2

3

4

5

6

7

.3 Information about new ways of combining
manufacturing activities.
.4 Information about key tasks involved in the production
process.
.5 Information into new ways to streamline existing
manufacturing processes.

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1
2
3
4
5
6 7
.6 Information about their R&D projects.
.7 Research findings related to the development of new
1
2
3
4
5
6 7
products.
1
2
3
4
5
6 7
.8 Information about key product specifications.
1
2
3
4
5
6 7
.9 Information about end-user requirements.
1
2
3
4
5
6 7
.10 Information about competitors’ technology.
6 Please indicate your agreement on the performance of your expert venture
over the past year relative to that of your biggest foreign competitors. (The
major foreign competitor you answered in question number 12) over the
past year.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 Market share has grown.
.2 Sales revenue has grown
.3 Acquiring new customers.
.4 Increasing sales to existing customers.

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

PLEASE ANSWER THE BELOW QUESTIONS RELATED TO YOUR MAJOR FOREIGN
SUPPLIER
7 Where do most of your major foreign suppliers come from?
*NOTE: Suppliers refer to your firm’s foreign suppliers of raw material,
intermediate inputs and equipment.
Percentage of Total Sale
Duration of
from Them
Cooperation
%
%
%
With reference to your “major foreign supplier”, indicate the extent to
បខ
which you agree with these statements. = យ
5 = Somewhat Agree;
Country

.1
.2
.3
8

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 You share information with the suppliers on your
planning, capacity utilization, or investment.
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1

2

3

4

5

6

7

.2 They provide technical, engineering, or other information
which has allowed you to make changes in your
manufacturing or service-delivery process.
.3 They’ve provided information about how to increase the
overall quality of your products/services.
.4 You have exchanged cost data with them.
.5 They have exchanged information about how you can
lower your costs.
.6 You trust that confidential information shared with them
will be kept strictly confidential.
9

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

1

2

3

4

5

6

7

reference to your “major foreign supplier”, indicate the extent to which
you agree with these statements.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 If there is change in demand, they inform you of
1
2
3
4
5
6 7
changing project needs.
1
2
3
4
5
6 7
.2 They provide you with adequate information.
1
2
3
4
5
6 7
.3 They provide you with timely information.
1
2
3
4
5
6 7
.4 They share proprietary information with us.
1
2
3
4
5
6 7
.5 They provide information that would help us.
10 Please indicate the extent to which you agree that you gain the following
types of information from your “major foreign suppliers”.
1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree
.1 Information about new manufacturing processes
.2 Insights into new ways to approach product development.
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.6 Information about their R&D projects.
.7 Research findings related to the development of new products.
.8 Information about key product specifications.
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.9 Information about end-user requirements.
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.10 Information about competitors’ technology.
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.3 Information about new ways of combining manufacturing activities.

.4 Information about key tasks involved in the production process.

.5 Information into new ways to streamline existing manufacturing processes.

142

PLEASE ANSWER THE BELOW QUESTIONS RELATED TO YOUR MAJOR FOREIGN
BUYER
11

.1
.2
.3
12

Where do most of your major foreign customers come from?
County
Percentage of Total Sale to them Duration of Cooperation
%
%
%
With reference to your “major foreign customers”, indicate the extent to
which you agree with these statements.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1You share information with the customers on your
planning, capacity utilization, or investment.
.2 They provide technical, engineering, or other information
which has allowed you to make changes in your
manufacturing or service-delivery process.
.3 They have provided information about how to increase
the overall quality of your products/services.
.4 You have exchanged cost data with them.
.5 They have exchanged information about how you can
lower your costs.
.6 You trust that confidential information shared with them
will be kept strictly
confidential.
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With reference to your above foreign customers, indicate the extent to
which you agree with these statements.

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

.1 They inform you of changing project needs.
.2 They provide you with adequate information.
.3 They provide you with timely information.
.4 They share proprietary information with us.
.5 They provide information that would help us.
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14

Please indicate the extent to which you agree that you gain the following
types of information from your “major foreign customers”.

.1 Information about new manufacturing processes
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.2 Insights into new ways to approach product development.

.3 Information about new ways of combining manufacturing activities.

.4 Information about key tasks involved in the production process.

.5 Information into new ways to streamline existing manufacturing processes.

.6 Information about their R&D projects.
.7 Research findings related to the development of new products.
.8 Information about key product specifications.
.9 Information about end-user requirements.
.10 Information about competitors’ technology.

T HE F ACTORY ’ S L EARNING O RIENTATION
15 Please indicate
1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

the extent to which you agree with the below statements:

I. Commitment to learning:
.1 Managers basically agree that our organization’s ability
to learn is the key to our competitive advantage.
.2 The basic values of this organization include learning as
key to improvement.
.3 The sense around here is that employee learning is an
investment, not an expense.

.4 Learning in my organization is seen as a key commodity
necessary to guarantee organizational survival.
II. Open-mindedness:
.1 We are not afraid to reflect critically on the shared
assumptions we have made about our customers.
.2 Personnel in this enterprise realize that the very way they
perceive the marketplace must be continually questioned.
.3 We rarely collectively question our own bias about the
way we interpret customer information.

.4 We continually judge the quality of our decisions and
activities taken over time.
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T HE F ACTORY ’ S A BSORPTIVE C APACITY
16

Please indicate the extent to which you agree with the below statements:

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

I. Acquisition
.1 The search for relevant information concerning our
industry is every-day business in our company.
.2 Our management motivates the employees to use
information sources within our industry.
.3 Our management expects that the employees deal with
information beyond our industry.
II. Assimilation
.1 In our company ideas and concepts are communicated
across teams (marketing, admin, operation teams et cetera).
.2 Our management emphasizes cross-team support to solve
problems.
.3 In our company, there is a quick information flow, e.g., if
a business unit obtains important information it
communicates this information promptly to all other
business units or teams.
.4 Our management demands periodical cross-team
meetings to interchange new developments, problems, and
achievements.
III. Transformation
.1 Our employees have the ability to structure and use
collected knowledge.
.2 Our employees are used to absorb new knowledge as
well as to prepare it for further purposes and making it
available.
.3 Our employees successfully link existing knowledge
with new insights.
.4 Our employees are able to apply new knowledge in their
practical work.
IV. Exploitation
.1 Our management support the development of prototypes.
.2 Our company regularly reconsiders technologies and
adapts them in accordance with new knowledge.
.3 Our company has the ability to work more effectively by
adopting new technologies.
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THE FACTORY’S CAPABILITY
17 Please indicate the extent to which you agree with the below statements:
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1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree

I. Technical (R&D) Capability
.1 Your company has high quality and quick feedbacks
from manufacturing to design and engineering.
.2 Your company has good mechanisms for transferring
technology from research to product development.
.3 Your company has great extent of market and customer
feedback into technological innovation process.
II. Organizational Capability
.1 Your company can handle multiple innovation projects
in parallel.
.2 Your company has good coordination and cooperation of
R&D, marketing and manufacturing department.
.3 Your company has high-level integration and control of
the major functions with the company.
III. Managerial Capability
.1 We manage our human resources efficiently.
.2 We manage our project demands equally well.
.3 We manage our information systems efficiently.
.4 We manage various technology-related changes
efficiently.
.5 We manage to satisfy most of our clients’ requirements.
.6 Our managers approach conflict resolution as an
opportunity for self-evaluation and continuous
improvement.
.7 Our managers are oriented toward adopting initiatives
and taking on risks.
.8 Our managers are not willing to accept major risks in
new projects.
.9 Our managers accept and actively promote change.
.10 Our managers have acquired their skills both through
experience and through formal education.
.11 Our managers have acquired their management
capabilities in multinational companies or in international
management tasks.
.12 Our managers possess the capacity to manage with a
global outlook stemming from their multicultural
understanding.
IV. Marketing Capability
.1 Your company has close relationship management with
major customers.
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.2 Your company has good knowledge of different market
segments.
.3 Your company has highly efficient sales-force.
.4 Your company provides excellent after-sale services.
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Please indicate your agreement with the below statements on your financial
export performance:

1= Strongly Disagree;
2= Mostly Disagree;
3 = Somewhat Disagree;
4 = Don’t Know;
5 = Somewhat Agree;
6 = Mostly Agree;
7 = Strongly Agree
1
2
.1 Has been very profitable.
1
2
.2 Has generated a high volume of sales.
1
2
.3 Has achieved rapid growth.
Any suggestion, comments or complaints, please provide here:
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Thank you for taking the time to complete this survey. We truly value the
information you have provided.
Ending of the Survey
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